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PREFACE

This report is thethirteenthtax expenditure budget prepared and submitted as required by
Minnesota Statutes. It reflects Minnesota law after changes ena@@lin

The main purpose of the taxpenditure budget is to provide information on which sound policy
decisions can be made. The reperalso auseful referenceresource because it contains an
explanation and history for each provision, as well as the fiscal impact.

An essential starting point for using this report is the main introduction, beginning on page 1.
The main introduction includes background information on tax expenditure reporting, describes
the conceptual basis for determining whether a provision is exjgenditure, and explains how

the fiscal impacts of tax expenditure provisions are measufidek differences between tax
expenditure estimates and estimates for law changes are also explkwigxlving the main
introduction is a summary list which dams for each tax expenditure provisidhe item
number, name, year enacteylthe stateand fiscal impadbor fiscal years 202 through 2Q5.

The report is organized into chapters, with one chapter for each tax. Each chapter contains
descriptive infomation on the tax and detailed information on each tax expenditure provision in
that tax. The provisions within a&hapterare grouped by the type of provision and are in the
order used in the computation of the tax, such as exemptions, then dedactichen credits.

An item number is assigned to each tax expenditure provisidve number before the decimal

point identifies thechaptey and the numbers after the decimal point are assigned consecutively
within thechapter The item number is the keged to identify and locate provisions throughout

this report.
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Introduction

INTRODUCTION TO THE TAX EXPENDITURE BUDGET

The Tax Expenditure Concept

iState gover nment al ugptotd bec gchiewet jpathc by i direetsexpenditare o o
government al funds and by the granting of speci
(Minnesota Statutes, Section 270C.11, Subd. 1, in part, reprinted in Appendix A.)

Tax expenditures are stébry provisions which reduce the amount of revenue that would otherwise be
generated, including exemptions, deductions, credits, and lower tax rates. These provisions are called
Afexpendituresod because they ar e asdxpanditues and directdi r e ct
expenditures are used for public policy goals, such as funding or encouraging specified activities or
providing financial assistance to persons, businesses, or groups in particular situations.

A tax expenditure is different from a direct spending program in two major respects:

U A direct spending program continues only if funds are appropriated for each budget period, but
the continuation of a tax expenditure does not require legislative atfidess a tax expenditure
provision has an expiration date, it continues indefinitely.

U Direct spending programs are itemized on the expenditure side of the budget. Tax expenditures
are reflected on the revenue side of the budget and are not itemizeghuBe shown in the state
budget are net of tax expenditures.

The Purpose of the Tax Expenditure Budget

The purpose of the tax expenditure budget is to provide information to facilitate a regular, comprehensive
legislative review of tax expenditure preiins. Tax expenditure provisions are identified and listed in
the report, along with the legal citation, explanation, history, and fiscal impact for each provision.

Minnesota Statutes, Section 270.067, enacted in 1983, required a tax expendituréobinelgetomitted
as a supplement to the governords biennial budget
in each evemumbered year, rat her t han at the same tin
odd-numbered years. In 2005 thetata was recodified as Section 270C.11 (reprinted in Appendix A).

Tax Expenditure Criteria

Not every exemption, deduction, credit, or lower tax rate is a tax expenditure. A conceptual framework
governs the identification of tax expenditure provisioEsch tax provision is evaluated against a list of
criteria. Seven criteria are used to determine if a provision is a tax expenditure. Some of the criteria are
taken directly from the authorizing statute; some are based on concepts used in the prepéeaeoal

tax expenditure reports; and others are based on what is believed to be a logical application of the tax
expenditure concept. A provision must meet all the criteria in order to be a tax expenditure.

A provision is a tax expenditure if it:
U hasan impact on a tax that is applied statewide;
confers preferential treatment;
results in reduced tax revenue in the applicable fiscal years;
is not included as an expenditure item in the state budget;
is included in the defined tax base for that tax;
is not subject to an alternative tax; and
can be amended or repealed by a change in state law.

et entiN en-B et et i @
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The first four criteria are based on the statute requiring the tax expenditure budget.

Statewide Tax The tax expenditure budget is requiredshgtute to include every state tax and any local
tax that is applied statewide. A local tax imposed pursuant to a special law is not included in the report.
Only taxes that contain tax expenditure provisions are included in the report.

Preferential Treatment: Preferential treatment is a key concept in determining tax expenditures. The

first sentence of the authorizing statute, quoted at the beginning of this introduction, uses the words
ispeci al and selectiveo. lxpendi her st asesornyhedae
Minnesota Statutes, Section 270C.11, Subd. 6 (1) (emphasis added):

ATax expenditureo means a tax provision which
deduction, exemption, credit, or rate f@rtain persons, types ahcome, transactions,
or property that results in reduced tax revenue.

If a provision is not preferential, it is not a tax expenditure. The personal exemption for the individual
income tax is not preferential because the amount of the exemption &@ribda each taxpayer, spouse,

and dependent. Likewise, the graduated rate structure of the individual income tax is not considered a tax
expenditure because each taxpayer with the same amount of tax base pays at the same rate.

Reduction in Revenue Int he statute quoted above, a requir eme
reduced tax revenueo. A provision that would oth
not being used or is not likely to be used during fiscal yearg ddugh 205.

The federal law (Congressional Budget Act of 1974, Public Lavd®8 that requires a list of tax
expenditures to be included with the federal budget includes in its definition of tax expenditures

fi . provi giaxnd amwfs twhhe che chd rl @lw . . : a deferral
not speC|f|caIIy mention deferral of liability. However, this concept has been adopted in the preparation

of the report because a deferral of liability results in reduced taxuevior a given year.

A deferral of liability involves the time value of money and affects primarily the individual income and
corporate franchise taxes. A deferral can result either from postponing the time when income is
recognized or from acceleragjrihe deduction of expenses. Taxable income is lower in that year than it
would be otherwise, and an adjustment is made in a future year. The deferral of liability is similar to an
interestfree loan for the taxpayer.

Not an Expenditure in the State Budget The tax expenditure budget is intended to supplement the
regular state budget and therefore does not include provisions that are itemized as expenditures in the
state budget. The staiended property tax relief provisions are similar to tax exgeres, but they are

not included in this report because they are itemized in the state budget as expenditures.

Included in Defined Tax Base The tax base for each tax must be clearly defined so that exceptions to
that base can be identified. Some taovjsions help to define the base; others are exceptions to the base.
The tax base for a tax is the working definition used for this report and is not intended to define the ideal
tax base. The defined tax base for each tax is explained in the chaptudtion for the tax. Knowing

the tax base is important to understanding how tax expenditures are determined for that tax.
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Not Subject to an Alternative Tax In some instances, one tax may be imposed in place of another tax,
and it would not be reasonable for a taxpayer or activity to be subject to both taxes. Therefore, the
exemption from one tax is not considered a tax expenditure if the alternativengposed.

The application of the alternative tax concept for this report was limited to these situations:

U The income from taconite and iron mining is subject to the occupation tax in lieu of the corporate
franchise tax.

U The purchase of a motor vehiclesisbject to the motor vehicle sales tax (Chapter 5) in lieu of the
general sales and use tax (Chapter 4).

U Cigarettes are exempt from the general sales and use tax but are subject to a tax in lieu of the
sales tax at the wholesale level.

U The solid waste magament taxes are imposed in lieu of the general sales tax.

U A number of taxes are imposed in lieu of the general property tax, including the motor vehicle
registration tax and the taconite production tax.

U Noncommercial aircraft are taxed under the aircradfistration taxand commercial airflight
property is taxed under the airflight property tax.

Subject to Legislative Authority: The statute requiring the tax expenditure budget specifie#t ikab

be submitted to the legislature. Therefore, thentegontains only state law provisions that the legislature

can propose to repeal or amend. Tax provisions that are contained in the Minnesota Constitution, federal
law, or the United States Constitution are not included in the tax expenditure budget.

How Tax Expenditures Are Measured

The fiscal impact of a tax expenditure measuhesrevenue loss frommat one provision under current

law. Each provision is estimated in isolation, and other provisions in that tax and in other taxes are held
constant. The impact of that provision on oth&x provisions is not taken into account. Because the
estimates measure the impact of the provision as it exists, no change in taxpayer behavior is assumed.

The estimates for provisions that result in the defefri&boare the net impact for that year. For example,
contributions to a traditional individual retirement account (IRA) are deducted in the year that the
contribution is made, earnings are not taxed in the year they are earned, and distributionsdackimclu
taxable income in the year received. The tax expenditure impact for a givemgeauredor all
traditional IRAs the deduction for contributions made that year plus the exclusion of earnings accrued that
year less distributions included in taxalothcome in that year.

The precision of the estimates varies with the source of the data and with the applicability of the data to
the tax expenditure provision. Data from Minnesota tax returns were used whenever possible. Other
sources included feddréax expenditure estimates, data from federal tax retwrassus dataand
numerous othezconomic and industryources of data for Minnesota and the nation.

The methodology used to estimate tax expenditures can produce misleading resulestifrtages for
two or more provisions are totaled. Depending upon the situation, the combined impact of two or more
provisions could be more or less than the total of the provisions estimated separately.

When two tax expenditures overlap, generally therlap is not included in either estimate. For example,

the sales tax exemption for Job Opportunity Building Zone (JOBZ) businesses includes purchases that
would also qualify under the capital equipment exemption. Neither the JOBZ sales tax exemgtien nor
capital equipment exemption includes capital equipment purchases by JOBZ busiA€dsiag.together

the two estimates done separately would understate their combined impact.
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The graduated rate structure of the individual income i$ another reason that adding together tax
expenditure estimates results in misleading information. As income increases, the marginal tax rate
increases. The estimate for each exclusion and deduction uses a marginal tax rate appropriate for that
provision. If twoor moreexclusions or deductions were repealed together, the marginal tax rate for the
combined impact would be higher than the rate used for each provision. In that case, adding together the
estimates done separately would understate ¢baibined impact.

The itemized deductions for the individual income tax illustrate the distortion that can result from adding
together tax expenditure estimates. Because other provisions are held constant, the estimate for each
itemized deduction compardise total of the remaining itemized deductions to the standard deduction.

For taxpayers who would lose the benefit of itemizing by the aisthat one deduction, the tax
expenditure estimate measures the incremental benefit over the standard dedwddiog.together the

tax expenditure estimates for two or more itemized deductions ignores the fact that the incremental
benefit over the standard deductiomay be different when estimating them together compared to
estimating each one separately.

The eport contains six itemized deductions (Items$1tBough 171). If the FY 20B estimates for the
six separate provisions were added together, the totar6825million. However, when the six
provisions are estimated together, the combined estime#82ik1 million. Adding together the six
estimates done separately would overstate the combined impact®h¥ $illion, or aboutd 7%.

How the Measurement of Tax Expenditures Differs fromRevenue Estimates for
Proposed Law Changes

The fiscal impact o& tax expenditure provision is not necessarily the same as the revenue that would be
gained by repeal of the provision. This distinction is important.

Estimating the repeal of a provision would take into account interactions within a tax or betva=en tax
and may include changes in taxpayer behavior. As explained in the previous section, if two or more
provisions were repealed at the same time, the combined impact would be estimated and could be larger
or smaller than the sum of the provisions estimatgzhrately.

The chart below summarizes in general how various factors are different for tax expenditures estimates
compared to estimates of proposed law changes.

Tax Proposed
Expenditures | Law Changes
Estimates take into account:
Changes in taxpayer behavior No Yes'
Impact on othetax provisions No Yes
Combined impact of two or more provision No Yes
Effective date No® Yes
Other factors, including collectability No Yes

'As appropriate
Only effective date othanges under current law



Summary List

TAX EXPENDITURE SUMMARY LIST

Year Fiscal Year Impact
Enacted 2012 2013 2014 2015
INDIVIDUAL INCOME TAX
Federal Exclusions

1.01 EmployerProvided Meals and

Lodging 1933 $7,200,000 $7,600,000 $8,000,000 $8,500,000
1.02 Housing Allowances for Ministers 1945 4,300,000 4,600,000 4,900,000 5,200,000
1.03 EmployerProvided Dependent

Care 1982 9,5(0,000 10,300,000 11,100,000 11,800,000
1.04 Employee Awards 1987 2,600,000 2,600,000 2,600,000 2,600,000
1.05 Employer Pension Plans 1933 575,000,000 676,900,000 666,100,000 685,500,000
1.06 Contributions by Employers for

Medical Insurance Premiums

and Medical Care 1933 851,500,000 980,600,000 1,071,000,000 1,165,300,000
1.07 EmployerPaid Accident and

Disability Premiums 1955 23,700,000 24,400,000 25,000,000 25,700,000
1.08 EmployerPaid Group Term

Life Insurance Premiums 1933 11,200,000 11,800,000 12,500,000 13,300,000
1.09 EmployerPaid Transportation

Benefits 1985 29,000,000 30,300,000 31,600,000 33,200,000
1.10 Cafeteria Rans 1975 212,600,000 237,600,000 256,700,000 283,000,000
1.11 EmployerProvided Adoption

Assistance 1997 250,000 100,000 0 0
1.12 EmployerProvided Education

Assistance 1979 6,300,000 3,200,000 0 0
1.13 EmployerProvidedTuition

Reduction 1984 1,300,000 1,300,000 1,300,000 1,300,000
1.14 Miscellaneous Employee Fringe

Benefits 1985 52,700,000 54,000,000 56,000,000 57,700,000
1.15 Income Earned Abroad by

U.S. Citizens and Foreign

Housing Costs 1933 36,900,000 38,000,000 39,700,000 41,600,000
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Year Fiscal Year Impact
Enacted 2012 2013 2014 2015

1.16 Certain Allowances for Federal

Employees Abroad 1945 $6,100,000 $6,400,000 $6,700,000 $7,100,000
1.17 Benefits and Allowances to

Armed Forces Personnel 1933 14,200,000 14,700,000 16,400,000 17,100,000
1.18 Medical Care and Tricare Medical

Insurance for Military Dependesnt

and Retirees 1933 6,200,000 6,700,000 7,000,000 7,200,000
119 Vet eransd Benef i 1933 38,400,000 39,800,000 40,700,000 41,500,000
1.20 Military Disability Pensions 1933 500,000 500,000 500,000 500,000
121 Wor ker sé6 Compensk®33i on43B@eof i46,800,000 49,400,000 51,800,000
1.2 Damagedor Physical

Injury or Sickness 1933 8,900,000 8,900,000 8,900,000 8,900,000
1.23 Social Security Benefits 1939 211,800,000 220,300,000 234,000,000 255,100,000
1.24 Medicare Benefits 1965 315,400,000 342,400,000 365,400,000 393,700,000
1.25 Foster Care Payments 1983 1,700,000 1,700,000 1,700,000 1,700,000
1.26 Public Assistance 1933 21,100,000 23,500,000 23,900,000 24,900,000
1.27 Scholarship and Fellowship Income1955 16,200,000 16,900,000 18,300,000 18,900,000
1.28 Education Savings Accounts 1998 900,000 1,100,000 1,200,000 1,400,000
1.29 Qualified Tuition Plans 1997 4,200,000 4,800,000 5,400,000 6,000,000
1.30 Discharge of Certain Student

Loan Debt 1984 500,000 500,000 500,000 500,000
1.31 Certain Agricultural

CostSharing Payments 1979 300,000 300,000 300,000 300,000
1.32 Discharge of Indebtedness Income

for Certain Farmers 1987 1,700,000 1,700,000 1,700,000 1,700,000
1.33 Investment Income on Life

Insurance and Annuity Contracts 1933 147,000,000 150,900,000 154,800,000 158,000,000
1.34 Interest on Minnesota State

and Local Government Bonds 1933 62,500,000 62,000,000 62,800,000 66,000,000



Summary List

Year Fiscal Year Impact
Enacted 2012 2013 2014 2015

1.35 Capital Gains on Home Sales 1998 $103,500,000 $107,600,000 $112,300,000 $117,000,000
1.36 Discharge of Principal Residence

Acquisition Debt 2007 2,800,000 800,000 0 0
1.37 Capital Gains at Death 1933 147,000,000 171,800,000 197,100,000 211,900,000
1.38 Capital Gains on Gifts 1933 15,200,000 17,700,000 30,400,000 32,700,000
1.39 Gainfrom Certain Small

Business Stock 1993 1,500,000 1,800,000 2,600,000 3,100,000
140 Permanent Exemptions from

Imputed Interest Rules 1985 3,000,000 3,200,000 3,400,000 3,600,000
141 Like-Kind Exchanges 1933 7,300,000 8,500,000 9,100,000 9,700,000
142 Energy Conservation Subsidies

Provided by Public Utilities 1993 100,000 100,000 100,000 100,000

Federal Deductions

143 Accelerated Depreciation 1959 48,000,000 45,000,000 58200,000 60,800,000
1.44 Expensing Depreciable Business

Property 1983 24,400,000  35100,000 31,800,000 30,700,000
1.45 Excess of Percentage Over Cost

Depletion 1933 700,000 700,000 700,000 700,000
1.46 Expensing andmortization of

BusinessStartUp Costs 1977 6,700,000 6,200,000 5,800,000 5,500,000
1.47 Expensing of Research and

Development Costs 1955 600,000 600,000 700,000 700,000
1.48 Expensingor Removal of Barriers

to the Handicapped and Elderly 1976 600,000 600,000 600,000 600,000
1.49 Expensing of Exploration and

Development Costs 1933 300,000 200,000 200,000 200,000
150 Expersingfor EnergyEfficient

Commercial Building Property 2005 600,000 600,000 600,000 0
151 Cash Accounting and Expensing

for Agriculture 1933 4,100,000 4,600,000 5,100,000 5,100,000
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152 Expensing of Multiperiod Timber
Growing Costs

Amortization and Expensing of
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Special Rules for Mining
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Additional Standard Deduction
for the Elderly and Blind

Medical Expenses

Real Estate Taxes

Other Taxes

Home Mortgage Interest
Charitable Contbutions

Casualty and Theft Losses

Year Fiscal Year Impact
Enacted 2012 2013 2014 2015
1933 $100,000 $100,000 $100,000 $100,000
1980 1,200,000 1,200,000 1,200,000 1,200,000
1985 * * * *
1933 6,700,000 6,900,000 7,100,000 7,300,000
1933 5,000,000 6,200,000 7,500,000 8,600,000
1933 100,000 100,000 100,000 100,000
2,800,000 3,000,000 3,100,000 3,200,000
1975 128,300,000 169,600,000 198,900,000 233100,000
1963 96,900,000 100,800,000 103700,000 107,300,000
2005 25,300,000 31,100,000 33,200,000 35,300,000
1987 38,500,000 39,800,000 40,700,000 42,800,000
1998 14,400,000 14,600,000 9,100,000 8,900,000
1959 100,000 100,000 100,000 100,000
1987 18,000,000 18,200,000 19500,000 20,100,000
1933 64,200,000 67,400,000 62,800,000 66,900,000
1933 160,000,000 167,000,000 169,700,000 179,700,000
1933 16,100,000 16,500,000 16,900,000 17,900,000
1933 341,600,000 335,400,000 329,700,000 349,700,000
1933 173,500,000 178,400,000 183,600,000 194,000,000
1933 1,400,000 1,500,000 1,500,000 1,600,000
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Active Duty Military Service
National Guarcand Reserve Pay
Expenses of Living OrgabDonors

Job Opportunity Building
Zone Income

Disposition of Farm Property

AmeriCorps National Service
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Five-Year Averaging of Lump
Sum Distributions

1.82 Marriage Credit
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Credit for LongTerm Care
InsurancePremiums

Employer Transit Pass Credit

8 &

Credit forPast Military Service

Credit for New Participants in a
Section 125 Employer Health
Insurance Plan

1.87 Child and Dependent Care Credit

B B

Working Family Credit

Summary List

Year Fiscal Year Impact
Enacted 2012 2013 2014 2015
1955 $18,200,000 $18300,000 $18,600,000  $19,000,000
1999 7,500,000 7,600,000 8,000,000 8,500,000
1988 800,000 700,000 700,000 600,000
2005 9,500,000 9,900,000 10,300,000 10,900,000
2005 3,500,000 3,600,000 3,800,000 4,000,000
2005 * * * *
2003 2,700,000 2,700,000 3,000,000 3,300,000
1985 * * * *
2008 100,000 100,000 100,000 100,000
1975 * * * *
1999 62,200,000 64,500,000 67,200,000 70,300,000
1997 8,200,000 8,400,000 8,500,000 8,700,000
2000 100,000 100,000 100,000 100,000
2008 1,000,000 1,000,000 1,000,000 1,000,000
2009 * 0 0 0
1977 14,000,000 14,000,000 11,700,000 11,700,000
1991 201,100,000 186,700,000 188,600,000 190,500,000
14,600,000 14,400,000 14,300,000 13,900,000

Credit for K-12 Education Expenses1997



SummanList

Year Fiscal Year Impact
Enacted 2012 2013 2014 2015
190 Credit for Military Service in a
Combat Zone 2006 $1,900,000 $1,900,000  $1,900,000 $1,900,000
191 Job Opportunity Building
Zone Jobs Credit 2003 700,000 700,000 700,000 700,000
192 Enterprise Zone
Employer TaxCredits 1983 200,000 100,000 100,000 100,000
1.93 Credit for Bovine Tuberculosis
Testing 2006 * 0 0 0
194 Research and Development Credit 2010 8,000,000 8,000,000 8,000,000 8,000,000
195 Angel Investment Credit 2010 16,200,000 12,000,000 12,000,000 12,000,000
1.96 Historic Structure Rehabilitation
Credit 2010 - Estimates included item 2.3%-----------------
CORPORATE FRANCHISE TAX
Exempt Organizations
2.01 Credit Unions 1937 2,300,000 2,600,000 3,300,000 3,500,000
2.02 Insurance Companies 2001 78,200,000 81,100,000 86,000,000 91,200,000
Federal Exclusions
2.03 Permanent Exemptions from
Imputedinterest Rules 1985 * * * *
2.04 Investment Income on Life
Insurance and Annuity Contracts 1933 7,300,000 7,400,000 7,600,000 7,800,000
2.05 Like-Kind Exchanges 1933 5,600,000 6,400,000 7,300,000 8,100,000
Federal Deductions
2.06 Accelerated Depreciation 1959 49,600,000 48,500,000 80,300,000 95,200,000
2.07 Expensing Depreciable Business
Property 1983 2,000,000 13,600,000 12,000,000 10,900,000
2.08 Excess of Percentage Over Cost
Depletion (Mining Occupation Tax) 1989 7,400,000 7,400,000 7,800,000 8,100,000
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Summary List

Year Fiscal Year Impact
Enacted 2012 2013 2014 2015

2.09 Expensing andmortization of

BusinessStartUp Costs 1955 $100,000 $100,000 $100,000 $100,000
2.10 Expensing of Research and

Development Costs 1955 12,300,000 16,200,000 19,300,000 21,800,000
2.11 Expensing for Removal of Barriers

to the Handicapped and Elderly 1976 100,000 100,000 100,000 100,000
2.12 Expensing of Exploration and

Development Costs 1967 1,500,000 1,600,000 1,600,000 1,600,000
2.13 Expersingfor EnergyEfficient

Commercial Building Property 2005 300,000 300,000 300,000 0
2.14 Cash Accounting and Expensing

for Agriculture 1933 100,000 100,000 100,000 100,000
2.15 Expensing of Multiperiod Timber

Growing Costs 1933 600,000 600,000 700,000 700,000
2.16 Amortization andexpensing of

ReforestatiorExpenses 1980 1,100,000 1,100,000 1,100,000 1,100,000
2.17 Special Rules for Mining

Reclamation Reserves 1987 100,000 100,000 100,000 100,000
2.18 Cash Accounting Othehan

Agriculture 1933 * * * *
2.19 Installment Sales 1933 11,500,000 15,700,000 16,200,000 16,500,000
2.20 Completed Contract Rules 1933 2,000,000 2,100,000 2,100,000 2,200,000
2.21 Charitable Contributions 1933 9,200,000 9,500,000 9,800,000 10,100,000
2.2 Employee Stock Ownership Plans 1975 3,100,000 3,400,000 3,600,000 3,900,000
2.23 Capital Construction Funds of

Shipping Companies 1987 * * * *

Apportionment

2.24 Weighted Apportionment 1939 252,700,000 259800,000 279800,000 302,900,000
2.25 Throwback Sales 1973 33,400,000 33900,000 36,900,000 39,400,000

2.26 SingleFactor Apportionment
for Mail Order Companies 1985 * * * 0
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Year Fiscal Year Impact
Enacted 2012 2013 2014 2015
Minnesota Subtractions
2.27 Dividend Received Deduction 1947 $122400,000 $118700,000 $120,400,000 $124,600,000
2.28 Foreign Sourc®oyalties 1984 87,100,000 83,100,000 83,500,000 86,400,000
2.29 Foreign Operating Corporations 1988 28,800,000 28,100,000 29,100,000 30,700,000
2.30 Job Opportunity Building
Zone Income 2003 6,200,000 6,300,000 7,000,000 7,800,000
2.31 Disposition of Farm Property 1985 * * * *
Credits
2.32 Research and Development Credit 1981 58,800,000 61,200,000 63,600,000 66,200,000
2.33 Employer Transit Pass Credit 2000 1,000,000 1,000,000 1,000,000 1,000,000
2.3 Job Opportunity Building Zone
Jobs Credit 2003 1,100,000 1,100,000 1,100,000 1,100,000
2.35 Enterprise Zon&mployer
Tax Credits 1983 * * * *
2.36 Credit for Bovine Tuberculosis
Testing 2006 * 0 0 0
2.37 Historic Structure Rehabilitation
Credit 2010 9,800,000 17,400,00 9,100,000 21,100,000
ESTATE TAX
Preferential Valuation
3.01 Special Use Valuation 1979 400,000 400,000 400,000 400,000
Exclusions
3.02 Life Insurance Proceeds 1979 16,300,000 18,000,000 19,800,000 21,900,000
3.03 Social Security Benefits 1979 * * * *
Deductions
3.04 Marital Deduction 1979 137,100,000 136,200,000 143,800,000 151,400,000
3.056 Charitable Gifts 1979 21,200,000 21,100,000 22,200,000 23,400,000
3.06 Farm and Small Busine§soperty 2011 2,800,000 11,800,000 12,400,000 13,100,000
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Year Fiscal Year Impact
Enacted 2012 2013 2014 2015
GENERAL SALES AND USE TAX
Exemptions- Particular Goods and Services
Food Products 1967 $681,700,000 $705,300,000 $723,400,000 $746,100,000
Clothing and Wearing Apparel 1967 312,100,000 322,800,000 331,100,000 341,500,000
Drugs and Medicines 1967 316000,000 326900,000 335300,000 354,800,000
Medical Devices 1967 8,300,000 8,600,000 8,900,000 9,200,000
Prescription Eyeglasses 1967 38,900,000 40,300,000 41,300,000 42,600,000
Baby Products 1967 800,000 800,000 900,000 900,000
Feminine Hygiene Items 1981 1,800,000 1,800,000 1,800,000 1,800,000
Caskets and Burial Vaults 1967 4,600,000 4,500,000 4,400,000 4,300,000
Publications 1967 57,700,000 58,300,000 58,900,000 59,600,000
Textbooks Required for School Use1973 22,700,000 23,900,000 25,100,000 26,400,000
Personal Computers Required
for School Use 1994 800,000 900,000 900,000 900,000
Digital Products 1967 5,300,000 5,800,000 6,500,000 7,200,000
De MinimisUse Tax Exemption
for Individuals 1996 12,600,000 13,600,000 14,800,000 16,000,000
4.14 Motor Fuels 1967 759,300,000 786,200,000 817,500,000 838,000,000
Residential Heating Fuels 1978 130,500,000 135,900,000 140,000,000 142,200,000
4.16 Residential Water Services 1979 19,100,000 20,100,000 20,900,000 21,800,000
4.17 Sewer Services 1967 48,200,000 50,100,000 52,100,000 54,200,000
Used Manufactured Homes 1984 600,000 600,000 600,000 600,000
Selected Services 1967  3,104,800,0003,223,100,000 3,320,800,000 3,441,200,000
Capital Equipment 1989 212,900,000 233,900,000 251,600,000 272,300,000
Accessory Tools 1973 8,800,000 9,100,000 9,400,000 9,800,000
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Special Tooling
Telecommunications Equipment

Resource Recovery Equipment

Used Motor Ol

Mining Production Materials

Solar Energy Systems

Airflight Equipment

Large Ships

Repair and Replacement Parts
for Ships and Vessels

Light Rail Transit Vehicles

and Parts

Wind Energy Conversion Systems 1992

4.33 Commuter Rail Vehicles and Parts 2008
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Petroleum Products Used to
Improve Agricultural Land

B
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Farm Conservation Programs

N
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Petroleum Products Used by
Transit Systems

Petroleum Products Used in
Passenger Snowmobiles

Ski Area Equipment
Logging Equipment

Farm Machinery

Repair and Replacement Parts for

Farm Machinery

Horses

Prizes at Carnivals and Fairs

Year Fiscal Year Impact
Enacted 2012 2013 2014 2015
1994 $4,000,000 $4,100,000  $4,300,000 $4,400,000
2001 30,200,000 31,800,000 32,600,000 34,200,000
1984 * 700,000 * *
1988 500,000 500,000 500,000 500,000
1971 300,000 400,0® 400,000 400,000
4,700,000 4,500,000 5,400,000 6,500,000
2005 800,000 1,000,000 1,300,000 1,600,000
1967 20,000,000 19,900,000 19,700,000 18,200,000
1992 100,000 100,000 100,000 100,000
1990 200,000 200,000 200,000 200,000
2001 800,0® 3,700,000 6,100,000 100,000
* * * *
1992 4,800,000 4,900,000 5,000,000 5,200,000
1993 * * * *
2000 400,000 400,000 400,000 400,000
1998 1,800,000 1,900,000 2,100,000 2,400,000
1998 47,600,000 48,600,000 49,000,000 49,600,000
1985 13,600,000 13,900,000 14,000,000 14,200,000
1985 * * * *
1991 600,000 600,000 600,000 600,000
1994 1,600,000 1,700,000 1,700,000 1,800,000
1999 200,000 200,000 200,000 200,000
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Year Fiscal Year Impact
Enacted 2012 2013 2014 2015

4.44 Television Commercials 1999 $1,000,000 $1,000,000 $1,000,000 $1,100,000
4.45 Advertising Materials 1973 5,300,000 5,300,000 5,400,000 5,500,000
4.46 Court Reporter Documents 1997 2,400,000 2,500,000 2,600,000 2,700,@0
4.47 Patent, Trademark, and

Copyright Drawings 2000 200,000 200,000 200,000 200,000
4.48 Packing Materials 1973 * * * *
4.49 Property for Business Use Outside

Minnesota 1967 * * * *
4.50 Automatic FireSafety Sprinkler

Systems 1992 100,000 100,000 100,000 100,000
4.51 Firefighter Personal Protective

Equipment 1994 800,000 800,000 800,000 900,000
4.52 Building Materials for Residences

of Disabled Veterans 1971 * * * *
4.53 Chair Lifts, Ramps, and Elevators

in Homesteads 1989 * * * *
4.4 Parts and Accessories to Make

Motor Vehicles Handicapped

Accessible 1993 1,200,000 1,200,000 1,200,000 1,200,000
455 Maintenance of Cemetery Grounds 2000 * * * *
456 Tradeln Allowance 1967 6,600,000 6,700,000 6,900,000 7,100,000

Exemptions- Sales to ParticulaPurchasers

457 Local Governments 1967 141,900,000 145,700,000 149,900,000 154,200,000
458 Nonprofit Organizations 1967 105,500,000 108,600,000 111,900,000 115,600,000
459 Hospitals and Outpatient Surgical

Centers 1967 72,000,000 75,300,000 78,800,000 82,500,000
460 Vet eransd® sOr gani 1080t i o n$300,000 $300,000 $300,000 $300,000
4.61 Construction Materials for Low

Income Housing 2001 4,000,000 4,100,000 4,200,000 4,300,000
4.62 Public Safety Radi Systems 1997 900,000 500,000 100,000 100,000
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Year Fiscal Year Impact
Enacted 2012 2013 2014 2015

Biosolids Processing Equipment 1998 $300,000 $300,000 $300,000 $300,000
4.64 Ambulances Leased ferivate

Ambulance Services 1990 * * * *
4.65 Certain Purchases Brivate

AmbulanceServices 2001 100,000 100,000 100,000 100,000
4.66 Job Opportunity Building Zones 2003 11,200,000 8,900,000 8,000,000 7,100,000
4.67 Enterprise Zone Constructio

Materials 1983 * * * *
4.68 Waste Recovery Facilities 2005 * * 100,000 *
4.69 Agricultural Processing Facility 1994 2,800,000 0 0 0
4.70 Central Corridor Construction

Materials 2008 4,500,000 6,500,000 2,600,000 500,000
4.71 Aerospace Defense Manufacturing

Facility 2010 0 0 0 1,000,000
4.72 Data Center Equipment 2011 0 0 24,900,000 4,700,000

Exemptions- Sales by ParticulaSellers

4.73 Isolated or Occasional Sales 1967 40,300000 41,400,000 42,700,000 44,100,000
4.74 Institutional Meals 1967 43,000,000 44,400,000 45,600,000 47,100,000
4.75 Fundraising Sales by Nonprofit

Organizations 1985 15,000,000 15,500,000 15,900,000 16,100,000
4.76 Admission to Artistic Events 1980 5,200,000 5,300,000 5,400,000 5,600,000
4.77 Admission to SchoeBponsored

Events 1985 1,800,000 1,900,000 1,900,000 1,900,000
4.78 Admission to the Minnesota Zoo 2001 300,000 400,000 400,000 400,000
4.79 Cross Country Ski Passes for

Public Trails 1988 * * * *
4.80 YMCA, YWCA, and JCC

MembershipDues 1987 5,000,000 5,300,000 5,500,000 5,800,000
4.81 Minnesota Amateur Sports

Commission Events 1994 * * * *
4.82 Admission to Charitable Golf

Tournaments 1994 * * * *
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Year Fiscal Year Impact
Enacted 2012 2013 2014 2015
4.83 Candy Sales by Certain
Organizations 1984 * * * *
4.84 Sacramental Wine Sold by
Religious Organizations 1991 * * * *
Reduced Sales Price
4.85 New Manufactured Homes 1984 $300,000 $200,000 $100,000 $100,000
MOTOR VEHICLE SALES TAX
Exemptions
5.01 Gifts Between Individuals 1971 26,500,000 28,100,000 29,800,000 31,600,000
5.02 Vehicles Acquired by Inheritance 1971 3,600,000 3,800,000 3,900,000 4,100,000
5.03 Persons Moving into Minnesota 1971 9,000,000 9,300,000 9,500,000 9,800,000
5.04 Transfers Between Joint Owners 1971 7,800,000 8,200,000 8,600,000 9,000,000
5.05 Transfers in Divorce Proceedings 1974 1,300,000 1,300,000 1,400,000 1,400,000
5.06 Sales to Disabled Veterans 1971 100,000 100,000 100,000 100,000
5.07 Corporate and Partnership Transfer$975 2,200,000 2,200,000 2,300,000 2,400,000
5.08 Transit Vehicles 1971 4,500,000 4,600,000 4,700,000 4,800,000
5.09 Town Road Maintenance Vehicles 1998 900,000 900,000 900,000 900,000
5.10 Bookmobiles 1994 * * * *
5.11 Private Ambulance Services 1990 700,000 700,000 800,000 800,000
5.12 ReadyMixed Concrete Trucks 1998 800,000 800,000 900,000 900,000
5.13 Automotive Training Programs 1988 100,000 100,000 100,000 100,000
5.14 Donations to Exempt
Organizations 1997 200,000 200,000 200,000 200,000
5.15 Trucks, Buses, and Vans
Purchased by Charities 2000 800,000 900,000 900,000 900,000
5.16 Job Opportunity Building Zone
Businesses 2003 200,000 200,000 200,000 200,000
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Reduced Purchase Price

5.17 Price Reduced by Value of
Tradeln

5.18 Handicappediccessible
Modifications

Preferential Computation

5.19 FlatTaxes on Older Cars and
Collector Vehicles

HIGHWAY FUELS EXCISE TAXES

Exemptions

(o2}

.01 Transit Systems

(o2}
o
N

Motor Vehicles Not Requiring
Registration (Special Fuels)

(o2}
o
w

Ambulance Services

(o2}

.04 Reciprocal Agreements
for Out-of-State Purchases

Credit

6.05 Border Area Credit

ALCOHOLIC BEVERAGE TAXES

Exemptions
.0

\‘

Consumer Purchases Made
Out of State

=

N
@)
V)

7.02 Home Production and Use

~
w

Sales to Food Processors and
Pharmaceutical Firms

N
o
=

Consumption ofBrewery Premises

~N N
o o
> ;o

Wine for Sacramental Purposes

Year Fiscal Year Impact
Enacted 2012 2013 2014 2015

1971 $66,700,000 $69,400,000 $72,200,000 $75,100,000
1992 500,000 500,000 500,000 500,000
1985 41,300,000 42,900,000 44,700,000 46,400,000
1977 5,400,000 5,500,000 5,600,000 5,700,000
1951 800,000 800,000 800,000 800,000
2001 300,000 300,000 300,000 300,000
1961 * * * *
1981 300,000 400,000 400,000 400,000
1947 200,000 200,000 200,000 200,000
1957 * * * *
1988 * * * *
1941 * * * *
1937 * * * *

Shipments of Wine for Personal Usd.993
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Credit

7.07 Credit for Small Brewers
CIGARETTE AND TOBACCO TAXES
Exemption

8.01 Consumer Purchases Made
Out of State

MORTGAGE REGISTRY TAX
Exemptions

9.01 Agricultural Loans

9.02 Government Housing Programs
DEED TRANSFER TAX

Exemptions

10.01 Property Partitioned Between
Co-Owners

10.02 Distributions by Personal
Representatives

10.03 Cemetery Lots

10.04 Exchange of Permanent School
Fund Lands

Summary List

10.05 Mortgage or Lien Foreclosure Sales1993

10.06 Decree of Marriage Dissolution
LAWFUL GAMBLING TAXES
Exemptions

11.01 Bingo at Certain Organizations

11.02 Bingo at Fairs and Civic
Celebrations

11.03 Infrequent Bingo Occasions
11.04 Smaller Raffles

11.66 Lawful Gambling UndeCertain
Conditions

Year Fiscal Year Impact
Enacted 2012 2013 2014 2015
1985 $600,000 $600,000 $600,000 $600,000
1949 13,200,000 13,300,000 13,400,000 13,500,000
2001 400,000 400,000 500,000 500,000
2001 900,000 900,000 900,000 900,000
1984 * * * *
1975 * * * *
1961 100,000 100,000 100,000 100,000
1991 * * * *
12,700,000 10,300,000 7,600,000 5,100,000
1997 300,000 300,000 300,000 300,000
1985 * * * *
1984 * * * *
1984 * * * *
1984 200,000 200,000 200,000 200,000
1986 1,600,000 1,600,000 1,600,000 1,600,000
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Year Fiscal Year Impact
Enacted 2012 2013 2014 2015
Credit
11.06 Credit for Certain Raffles 2000 * * * *
INSURANCE PREMIUMS TAXES
Exemptions
12.01 FraternaBenefit Societies 1907 $4,900,000  $5,000,000  $5,200,000 $5,400,000
1202 Far mer s Mut ual and Township
Mutual Fire Insurance Companies
(Surcharge on Fire Safety Premiym2006 400,000 400,000 400,000 500,000
12.03 Minnesota Comprehensive Health
Insurance Plan 1976 2,500,000 2,500,000 2,600,000 2,600,000
Reduced Rate
12.04 Health Maintenance Organizations
and Nonprofit Health Service
Plan Corporations 1992 65,600,000 72,400,000 77,500,000 84,100,000
12.05 Smaller Mutual Property and
Casualty Insurance Companies 1988 9,000,000 9,200,000 9,500,000 9,800,000
12.06 Life Insurance 2005 10,400,000 10,700,000 11,000,000 11,400,000
Preferential Computation
12.07 Smaller Mutual Property and
Casualty Insurance Companies
(Surcharge on Fire Safety Premium2p06 400,000 400,000 400,000 400,000
Credits
12.08 Credit for Guaranty Association
Assessments 1994 0 400,000 1,100,000 1,800,000
12.® Historic Structure Rehabilitation
Credit 2010 eeeememeeeeeeeee- Estimates included iltem 2.37----------------
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Year Fiscal Year Impact
Enacted 2012 2013 2014 2015
LOCAL PROPERTY TAX
Exemptions
13.01 Exempt Real Property 1851 $1,336200,000$1,425700,000%$1,511200,000 $1,602000,000
13.@®2 Job Opportunity Building
Zone Property 2003 15,100,000 15,500,000 15,900,000 16,600,000
13.8 Di sabl ed Vet er an2@ Ho hrel80t0@0a d18,300,000 19,400,000 20,500,000
13.04 Homestead Market Value Exclusion2011 0 148,000,000 152,300,000 158,400,000
Preferential Computations
13.06 Classification Systerand
Alternative Tax Bases 1913 N/A N/A N/A N/A
13.06 Green Acres Treatment of
Agricultural Land 1967 43400,000 45,600,000 47,800,000 50,200,000
13.07 Open Space Property 1969 14,400,000 15,100,000 15,900,000 16,7@,000
13.88 Metropolitan Agricultural
Preserves Land 1980 5,600,000 5,900,000 6,200,000 6,500,000
13.0® Tax Increment Financing 1947 280,000,000 311,000,000 327,000,000 343000,000
1310 Auxiliary Forest Tax 1927 100,000 100,000 100,000 100,000
Credits
1311 Taconite Homestead Credit 1969 11,600,000 11,600,000 11,600,000 11,600,000
13.12 Powetine Credit 1979 100,000 100,000 100,000 100,000
13.13 Metropolitan Agricultural
Preserves Credit 1980 600,000 600,000 600,000 600,000
13.14 Conservation Tax Credit 1986 200,000 200,000 200,000 200,000
AIRFLIGHT PROPERTY TAX
Preferential Computation
14.01 Commuter Airlines 1969 * * * *
Preferential Valuation
14.02 Certain Airlines 1987 400,000 400,000 400,000 400,000
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MOTOR VEHICLE REGISTRATION TAX
Exemptions
15.01 Local Government Vehicles
15.02 School Buses
15.03 Nonresident Military Personnel

15.04 Medal of Honor Recipients and
Former Prisoners of War

15.05 Disabled Veterans

15.06 Transport of Disabled Persons
by Nonprofit Charities

15.07 Driver Education Programs at
Nonpublic High Schools

15.08 Commercial Driving Schools
15.09 PrivateAmbulance Services

Preferential Computation

15.10 Buses Contracted for Student
Transportation

AIRCRAFT REGISTRATION TAX

Exemption

16.01 Civil Air Patrol Aircraft

Preferential Computation

16.02 MaximumTax For Agricultural
Aircraft

*Less Than $50,000

Year Fiscal Year Impact
Enacted 2012 2013 2014 2015

1921 $7,600,000 $7,800,000 $7,900,000 $38,100,000
1933 600,000 600,000 600,000 600,000
1967 200,000 200,000 200,000 200,000
1983 * * * *
1941 * * * *
1987 * * * *
1990 * * * *
1999 100,000 100,000 100,000 100,000
1990 600,000 600,000 700,000 700,000
1971 400,000 500,000 500,000 500,000
1957 * * * *
1999 * * * *
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Individual Income Tax
Introduction

CHAPTER 1: INDIVIDUAL INCOME TAX

Collections and History

Fiscalyear 21 net collections from the individual income tax wei&S$billion. All revenue from this
tax goes into th&tateGeneralFund.

The State of Minnesota enacted an income tax for both individuals and corporations inTh@83%&ame
graduated rate schedule applied to both taxes, and it was divided into $1,000 increments, with the lowest
rate at 1% on the first $1,000 of taxable income and the highest rate at 5% on taxable income over
$10,000.

Although many changes were made to thdividual income tax over the years, the structure of the tax
remained basically the same from 13BBugh 1984 In 1985 najor changes were made in two areas:
the joint income of married couples and the deductibility of the federal income tax.

Prior t01985, one rate schedule applied to all filers, so that the income of each person was treated the
same, regardless of marital status. Timoome married couples usually filed separately, even though they
filed a joint federal return. In 1985 a marriiint tax rateschedule was added, and the election to file
jointly or separately was required to be the same as on the federal return. Other provisions were changed
so that thewverebased on the joint income of the couple rather than on the income daepalier.

A deduction for federal income taxes was allowed until 1985, when the deduction was made an option,
with a schedule of higher tax rates used if federal tax was deducted. In 1987 the deduction for federal
income tax was eliminated as part of én@s wave of broad changes to the individual income tax.

The 1987 changes to the individual income tax occurred in three major areas: federal conformity and
simplification; 1986 federal tax reform; and rate structure.

In 1987 the starting point for comfation of the Minnesota income tax was changed frederal

adjusted gross income to federal taxable income. The Minnesota standard deduction and personal credits
were replaced with the federal standard deduction and personal exemptions. Some aftimerstdj to

income were repealed. Using federal taxable income continued the trend toward closer conformity to
federal itemized deductions.

Minnesota also adopted nearly all of thajorchanges contained in tfiederalTax ReformAct of 1986.
The changs broadened the tax base by, amotigrthings, repealing the 60% capital gains exclusion
and the dividend exclusion.

Both the number of tax brackets and the range of tax rates were reduced dramatically in 1987. Prior to

1985 there were twelve tax ratdrom 1.6% to 16%. Since 1988 there have been only three tax rates.
The rates were reduced in 1999 and in 2000 and are currently 5.35%, 7.05%, and 7.85%.
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Individual Income Tax
Introduction

Tax Base

In order to be a tax expenditurepmvision must be included in the defined tax base for that tax. For this
study, the tax base for the individual income tax is defasdcome from all sources less expenses that
are reasonable and necessary to generate that income. If an expenseniabteaand necessary to
generate income, it is not considered a tax expenditure.

An all-encompassing definition of income would include gifts and bequests. For purposes of this study,
gifts and bequests that are voluntary and unconditional are notdemiincome, and, therefore, their
exclusion is not considered a tax expenditure. Payments to which the recipient is entitled due to meeting
specified requirements, such as social security, workers compensation, and public assistance, are
considered iname.  Thereforethe exclusion of incomefrom these sources at@x expenditure

Computation of the Tax

The computation of the Minnesota individual income tax starts with federal taxable income. The
definition of federal taxable income in Minnesota taw references the Internal Revenue Code as of a
specified date. If federal legislation is enacted which affects the computation of federal taxable income, a
state law change is required to adopt the federal chadgehe time of this report Minnesotalaw
referencethe Internal Revenue Code as amended thréygih 14, 2011

Minnesota has adopted the federal personal exemptiomgederal standard deductiand the federal
itemized deductions, but state inconexes(and salegsaxes whenapplicable)are added back on the
Minnesota return. The tax expenditure estimates for the itemized deductions take into account the
incremental benefit of the deduction over the standard deduction for those taxpayers who would lose the
benefit of itemiziry by the loss of that one deduction.

The tax brackets are increased annually by the increase in the United States Consumer Price Index and for
tax year 222 are as follows:

5.35% 7.05% 7.85%
Married Joint $1- $34,590 $34,591 - $137,4® Over $137,430
Married Separate $1-$17,300 $17,301 - $68,720 Over $68,720
Single $1-$23,670 $23,671- $77,730 Over $77,730
Head of Household $1-$29,130 $29,131 - $117,060 Over $117,060

An alternative minimum tax (AMT) on tax preference items is imposed to the extent that it exceeds the
regular tax computed from the above rate schedule. The Minnesota AMT is similar to the federal AMT
and is 6.4% of Minnesota alternative minimum taxabt®ime. The benefits to a taxpayer of a number of

the deductions shown as tax expenditures are lower because part or all of these items must be added back
in computing alternative minimum taxable income.
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The tax expenditures are shown this reportgenerally in the order in which they occur in the
computation of the tax. The Minnesota individual income tax is computed as follows for tax y&ar 20

minus;:

equals:

minus:

equals:

minus;:
minus:

equals:

plus:
minus:

equals:

times:

equals:

plus:
plus:
minus:

equals:

minus:

equals:

Income from all sources

federal exclusions

federal gross income

federal deductions

federal adjusted gross income

federal standard deduction or itemized deductions
federal personal exemptions

federal taxable income

Minnesota additions

Minnesota subtractions

Minnesota taxable income

graduated rates of 5.35%, 7.05%, and 7.85%
gross tax

alternative minimum taat 6.4% rate

tax on lump sum distribution from a pension plan
nonrefundable credit

income taxiability

refundable credits

net taxafter refundable credits
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FEDERAL EXCLUSIONS

1.01 EMPLOYER-PROVIDED MEALS AND LODGING
Internal Revenue Code, Sections 119 and 132(e)(2)
Minnesota Statutes, Section 290.01, Subd. 19

Section 119 of the Internal Revenue Code allows an employ@eiade from income the value

of meals and | odging furnished by the empl oyer
premises.For lodging toqualify, it must be required as a condition of employment, such as for a

live-in housekeeper or an apartmeesident manager. This provision does not cover instances in

which an employee is reimbursed by the employer for amounts spent on meals and lodging.

An exclusion from income also appliesthefair market value of meals provided to employees at
asubsidized eating facility operated by the employer. The facility must be located on or near the
empl oyerds business, and revenue from the fac
operating costs.

These exclusions were first allowed in 1938federal regulation. Section 119 was enacted in
1954. The exclusion of meals at emplogenvided facilities was enacted in 1984. €§h
provisiors werelast changed in 1998.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $7,200,000  $7,600,000  $8,000,000  $8,500,000

1.02 HOUSING ALLOWANCES FOR MINISTERS

Internal Revenue Code, Section 107
Minnesota Statutes, Section 290.01, Subd. 19

Section 107 of the Internal Revenue Code provides that the gross income of a minister of the
gospel does not include any housing allowance that is part of compensation. The exclusion
applies whether it is theental value of a home furnished to the minister or a cash housing
allowance paid as part of compensatiofhe amount of the cash housing allowance excluded
cannot exceed the fair rental value of the hoeninisterwho owns a home and receivesash

housing allowance may also claim itemized deductions for mortgage interest and real estate taxes.

This exclusion was enacted federally in 1921 and adopted by Minnesota in Ti®d%rovision
was last changed in 2002.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $4,300,000  $4,600,000  $4,900,000  $5,200,000
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EMPLOYER -PROVIDED DEPENDENT CARE

Internal Revenue Code, Section 129
Minnesota Statutes, Section 290.01, Subd. 19

Employerpr ovi ded dependent care assi s ncamecifethei s exc

assistance is provided through a formal, writt

income cannot exceed $5,000 during a tax year. The assistance provided may not discriminate in
favor of highly-compensate@mployeesshareholderspr owners. The amount excluded cannot
exceed the employeebs earned income; amounts

If the taxpayer makes direct payments for child or dependent care, this exclusion does not apply,
but the taxpayer mayeteligible for the child and dependent care credit (lteri)1.8

This provision was enacted in 1981 and was last changed in 1996.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $9,500,000 $10,300,000 $11,100,000 $11,800,000

EMPLOYEE AWARDS

Internal Revenue Code, Sections 74(c) and 274(j)
Minnesota Statutes, Section 290.01, Subd. 19

Certain employee awards are excluded from gross income. To qualify, the award must be
tangible personal property and must be given for either length of service or safety achievement.
The business deductiatiowed to the employeatetermins the size of the award that is excluded.

In general, the exclusion is limited to $400. If the employer has an established written plan which
does not discriminate in favor of hightpmpensated employees, the exclusion for each
employee may be up to $0®.

Employee awards were first specifically excluded by statute in the federal Tax Reform Act of
1986.

Fiscal Year Impact
2012 2013 2014 2015

State Generaludnd $2,600,000  $2,600,000  $2,600,000  $2,600,000
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1.05 EMPLOYER PENSION PLANS

Internal Revenu€ode, Sections 40407, 411, 415, and 457
MinnesotaStatutes, Section 290.01, Subd. 19

Contributionsby an employet o an empl oyeeds qualified pensi
empl oyeeb6s i ncyeanearnings dehved from sucheantributions, as well as those
from contributions made by temp | oyee, are al so excluded. The

excluded from income for specific types of plans, including 401(k) plans, certain government
plans, taxsheltered annuities, and deferred compensation.

The tax expenditure is actuallydaferral of income and not an exclusion because pension income
which was not previously taxed must be included in income when disbursements are received.
The estimates show the fiscal impact of excluding cwyeat pension contributions and
earnings fra taxable income, net of all tallepension income disbursed in that year.

The federal exclusion was enacted in 1921, and the Minnesota exclusion was enacted in 1933.
Various changes were enacted over the years, primarily affecting the requiremangsiddified
plan. The last changes were made in6200

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $575,000,000 $676,900,000 $666,100,000 $685500,000

[ERN
(o]

CONTRIBUTIONS BY EMPLOYERS FOR MEDICAL INSURANCE
PREMIUMS AND MEDICAL CARE

Internal Revenue Code, Sections 105 and 106
Minnesota Statutes, Section 290.01, Subd. 19

All employer contributions to health insurance plans which provide compensation for sickness
and injury are excluded from the employeeds
excluded to the extent that they are based on the nature of the injuryess itin the cost of

medical care and are not based on the period the employee is absent from work.

Employer contributions for medical insurance premiums and medical care have never been
subject to taxation. In 1996 the provisions were extended to antaditerm care insurance.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $851,500,000 $980,600,000 $1,071,000,000 $1,165,300,000
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EMPLOYER -PAID ACCIDENT AND DISABILITY PREMIUMS

Internal Revenue Code, Sections 105 and 106
Minnesota Statutes, Section 290.01, Subd. 19

Premiums paid byan employer to an employee accident and disability insurance plan are
excluded from the gross income of the employee.

This provision was enacted in 1954.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $23,700,000 $24,400,000 $25,000,000 $25,700,000

EMPLOYER -PAID GROUP TERM LIFE INSURANCE PREMIUMS

Internal Revenue Code, Section 79
MinnesotaStatutes, Section 290.01, Subd. 19

Group term life insurance premiums paid by an employer on behalf of an employee may be

excluded from the empl oyeeds income. However,
for insurance coverage of $50,000 adepremiums for coverage in excess of $50,000 must be
included in an employeeds gross i ncome. I n or

the plan must meet certain requirements including nondiscrimination rules.

In 1920 a federal adminigitive legal opinion was issued authorizing this exclusion. In 1954,
when the Internal Revenue Code was revised, the provision was codified as Section 79 and was
last changed in 1996.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $11,200,000 $11,800,000 $12,500,000 $13,300,000
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EMPLOYER -PAID TRANSPORTATION BENEFITS

Internal Revenue Code, Section 132(f)
Minnesota Statutes, Section 290.01, Subd. 19

Certain employepr ovi ded transportation benefits are
The exclusion applies to transit pass parking, and transportation in a commuter vehicle

bet ween the employeeds residence and place of
empl oy e e 6 s240iper manth @ 202 sTheSmaximum amounts are adjusted annually for
inflation.

These benefits were first excluded by statute in 1984. The provision was last cha2@@@l in

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $29,000,000 $30,300,000 $31,600,000 $33,200,000

CAFETERIA PLANS

Internal Revenue Code, Sectib®5
Minnesota Statutes, Section 290.01, Suisd.

Section125 of the Internal Revenue Code allowsearployee to choose to receive a combination

of nontaxable fringe benefits or receive all or part of the value of the fringe benefits as taxable
compensation. The value of a combination of fringe benefits chosen by the employee is excluded
from federal gres income. The nontaxable benefits that may be offered by a plan include the

following: group term life insurance; accident or health benefits; dependent care assistance;
transportation benefits; and 401(k), profit sharing, or stock bonus plans. plathdiscriminates

in favor of highlycompensated or key employees, all benefits paid to those particular employees

are taxable.

This exclusion was enacted in 1974 and was first allowed in 1978. It was last changed in 1998.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $212,600,000 $237,600,000 $256,700,000 $283000,000
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EMPLOYER -PROVIDED ADOPTION ASSISTANCE

Internal Revenue Code, Section 137
Minnesota Statutes, Section 290.01, Subd. 19

Amounts paid by an employer to an employee for adoption assistance ardeexfiiom the
emp !l oy e e 6Bortax year2@Pethe exclusion is allowed up to 650 per child and is
phased out foadjusted grosscome over $89,710. The exclusion expires after tax year 2012.

This exclusion was enacted federally in 1996 2001 the exclusion wasxtended and increased
from $5,000 for the adoption of a child ($6,000 for a child with special need$)10,000
indexed. The income threshold for phaseout was increddesl2001 law changes expirafter

tax year 2010. In 2011 Minnesota adopted the 2010 federal changes which increased the
maximum exclusion and extended it to tax g&x11 and 2012.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $250,000 $100,000 $0 $0

EMPLOYER -PROVIDED EDUCATION ASSISTANCE

Internal Revenue Code, Section 127
Minnesota Statutes, Section 290.01, Subd. 19

An employee may exclude from income amounts paid by the employer for education assistance,
including tuition, fees, and books. The maximum exclusion is $5,250 per Ybarexclusion
applies if the employeeither pays the expenses, reimburses the empldyeexpenses, or
provides the education directly.

This exclusion was first enacted in 1978 as a temporary provision and was renewed a number of
times. In 2001 the exclusion waxtended to tax year 201&hd was eparded to include
graduate educationThe exclusion expir after tax year 2010In 2011 Minnesota adopted the
federal extension of the exclusion to tax years 2011 and 2012.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $6,300,000  $3,200,000 $0 $0
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1.13 EMPLOYER -PROVIDED TUITION REDUCTION

Internal Revenue Code, Section (d)7
Minnesota Statutes, Section 290.01, Subd. 19

A reduction in tuition allowed to an employee of an educational institution is excluded from
income if it is not a payment for services. The exclusion also applies to a tuition reduction
allowed for the spousand dependent children of an employee.

This exclusion was enacted in 1984.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $1,300,000 $1,300,000 $1,300,000 $1,300,000

1.14 MISCELLANEOUS EMPLOYEE FRINGE BENEFITS

Internal Revenue Code, Sections 117(d) and 132
Minnesota Statutes, Section 290.01, Subd. 19

In addition to Items 1.0through 1.B, certain other employee benefits may be excluded from

income. The exempt benefits include employee discogstyjces provided at no additional

cost andde minimisfringe benefits. The benefitsmay al so be for the empl
dependent.

The status of employee benefits not specifically exempted by statute was uncertain prior to the
enactment of Sectiob32 of the Internal Revenue Code in 1984. Any benefit not specified as
exempt by the Internal Revenue Code is now consideretléagampensation. This provision

was last changed in 1997.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $52,700,000 $54,000,000 $56,000,000 $57,700,000

1.15 INCOME EARNED ABROAD BY U.S. CITIZENS AND FOREIGN HOUSING COSTS

Internal Revenue Code, Section 911
Minnesota Statutes, Section 290.81ipd. 7 and9

A United States citizen or resident whgs@cipal residence is in a foreign country and who is
either present overseas for eleven out of twelve consecutive months or is a bona fide resident of a
foreign country may exclude the income earned in a foreign country up to a maximum of
$80,000. A segrate exclusion applies to federal employees (lte)1.1

The taxpayer may also exclude any empleyad foreign housing costs above a floor amount

equal to 16% of step 1 salary at the-GElevel. A deduction of an equal amount is allowed if

the foregn housing costs are paid by the taxpayer. The combined income and housing exclusion

or deduction may not exceed the taxpayerds tot
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Individuals qualifying under thesequisions may be considered nonresidents for Minnesota tax
purposes under certain conditions.

Income earned abroad by United States citizens was excluded without limitation from federal
gross income in 1926. The deduction for foreign housing costs watedrin 1979. A $70,000
maximumexclusion was enacted in 1986. In 1997 the maximum exclusion was increased to
$72,000 for 1998 and increased by $2,000 per year to $80,000 in 2002 and thereafter.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $36,900,000 $38,000,000 $39,700,000 $41,600,000

CERTAIN ALLOWANCES FOR FEDERAL EMPLOYEES ABROAD

Internal Revenue Code, Section 912
Minnesota Statutes, Section 290.01, Subd. 19

United State federalcivilian employees who work abroad are allowed to exclude from income
certain allowances that are generally linked to the cost of liviRgderal emmgyees arenot

eligible for theSection 91%xclusion (Item 1.3). The allowances eligible for exclusion include
housing, education, and travel, and they are defined by reference to specific federal legislation,
including the Foreign Service Act of 198Me Central Intelligence Act of 194%¢he Overseas
Differentials and Allowances Act, and the Administrative Expenses Act of. 184 excluded

are cosbf-living allowances received by federal employees stationed in U.S. possessions,
Hawaii, and Alaskaand certain allowances received by members of the Peace Corps.

The federal exclusion was enacted in 1943 and was last amended in 1988.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $6,100,000  $6,400,000  $6,700,000  $7,100,000

BENEFITS AND ALLOWANCES TO ARMED FORCES PERSONNEL

Internal Revenue Code, Sections 112 and 134
MinnesotaStatutes, Section 290.01, Subd. 19

Section 112 of the Internal Revenue Code excludespensation received loyilitary personnel

for active servicein a designatedcombat zone. No dollar limit applies to the exclusion for
enlisted personnel, but thenlit for commissioned officers is equal to the highest rate of basic pay
at the highest pay grade applicable to enlisted personnel.

Under Section 134 of the Internal Revenue Code, the value-kihdnbenefits provided to
military personnel and the cashyments given in lieu of the benefits are excluded from gross
income. These benefits include allowances for housing and overseas cost of living, medical and
dental benefits, group term life insurance, professional education, and dependent education.
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The exclusion of benefits and allowances to Armed Forces personnallawed in 1925 The
exclusion of mealdhousing and cash allowances was codified 198&ese provisions were last
changed in 2003.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $14,200,000 $14,700,000 $16,400,000 $17,100,000

1.18 MEDICAL CARE AND TRICARE MEDICAL INSURANCE FOR MILITARY
DEPENDENTS AND RETIREES

Internal Revenue Code, Section 134
Minnesota Statutes, Section 290.01, Subd. 19

Dependents of activauty military personnel, retired military personnel and their depetsdend
survivors of deceased members are eligible for medical and dental care similar talatstive
military personnel. The care may be provided in military facilities from military doctors or by
civilian healthcare providers working under contract withe Department of Defense. The
program that the Department of Defense uses to coordinate such medical care is called the
TriCare Program. Medical benefits and medical insurance provided to eligible participants are
excluded from income.

The exlusionof such benefits was first allowed in 1925. Section 134 was codified in 1986.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $6,200,000  $6,700,000 $7,000,000  $7,200,000

1199 VETERANSOG BENEFI TS

38 United State Code 3101
Minnesota Statutes, Section 290.01, Subd. 19

Al benefits administered by the Department of
federal gross income. Benefits are p&d compensation for serviemonnected disability
pensionsand educatioal assistance.

VA benefits have never beesxed, having first been excluded from federal income in 1917.

Fiscal Year Impact

2012 2013 2014 2015
Disability Compensation $30,500,000 $31,600,000 $32,200,000 $32,700,000
Pensions 600,000 600,000 600,000 600,000
Education and Training 7,300,000 7,600,000 7,900,000 8,200,000
Total - State General Fund $38,400,000 $39,800,000 $40,700,000 $41,500,000
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MILITARY DISABILITY PENSIONS

Internal Revenue Code, Sections 104(af#) (5)and 104(b)
Minnesota Statutes, Section 290.01, Subd. 19

Retired military personnel who have at least0&63disability may receive a pension from the
Department of Defense based on either the number of years in service or their percent disability,
whichever would produce a larger pension. The amount of pension which is or would be based
on percent disabilitys excluded from federal gross income.

The exclusion is restricted to qualified pensions. For retirees who entered military service on or
before Septembe&4, 1975 qualified pensions include pensions awarded for personal injury and
illness resulting from active service in the armed forces of any country. For retirees who entered
service after Septemb2d, 1975, only pensions awarded for corriedaited injuries qalify.

Beginning in 2001, the exclusion also applies to disability income received by any individual
(military or civilian) attributable to injuries incurred as a direct result of a terrorist or military
action against the United States.

Military disallity pensions were excluded from income until the exclusion was limited in 1976.
The provision was last changed in 2001.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $500,000 $500,000 $500,000 $500,000

WORKERS®6 COMPENSATI ON BENEFI TS

Internal Revenue Code, Section 104(a)(1)
Minnesota Statutes, Section 290.01, Subd. 19

Al warokmpresn ati on benefits are excluded from
include replacement of lost earnings, payments of injelgted medical costs, compensation for
permanent disabilities, and certain expenses related to injury or death.

Worker s compensation benefits were first excl u
Minnesota taxation in 1933 when the Minnesota individual income tax was enacted.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $43,500,000 $45800,000 $49400,000 $51,800,000
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1.2 DAMAGES FOR PHYSICAL INJUR Y OR SICKNESS
Internal Revenue Code, Section 104(a)
Minnesota Statutes, Section 290.01, Subd. 19

Damages paid for physical injury or sickness not included in the income of the recipieftie
exclusion applies to damages paid through either a court awardttlement, whether paid as a
lump sum or as periodic payments. The exclusion doegemarallyapply to punitive damages
or to compensation for discrimination or emotional distress.

This exclusion was enacted in 1918. In 1996 the provision was amendxarify that the
exclusion does not apply to punitive damages or to damages related to discrimination or
emotional distress.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $8,900,000  $8,900,000  $8,900,000  $8,900,000

1.23 SOCIAL SECURITY BENEFITS

Internal Revenue Code, Section 86
Minnesota Statutes, Section 290.01, Subd. 19

Aloraportion of a recipientds soci al security b
The tax expenditure measures the exclusion of nontaxable social security benefits, net of the
recovery of previousiaxed employee contributions.

Social Security bemf i t s are not taxable i f the recipient
than $25,000 for single or $32,000 for marsjeiht returns. For taxpayers with income between

$32,000 and $44,000 for marrigint (between $25,000 and 4800 for single)up to 50% of

social security benefits are taxable. Above that income level, up to 85% of benefits are taxable
Modified adjusted gross income is adjusted gross income plus federadlyempt interest plus

onehalf of social security benefits.

Priorto 1984, social security benefits were not subject to federal or Minnesota income tax. The
federal taxation of a portion of social security benefits was enacted in 1983. In 1985 Minnesota
adopted the federal treatmerithe inclusion of a larger portiasf benefits in taxable income was
enacted federally in 1993 and adopted by Minnesota in 1994.

At the end of 209 approximately857,800 people in Minnesota received social security benefits.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $211,800,000 $220,300,000 $234,000,000 $255100,000

36



Individual Income Tax
Federal Exclusions

MEDICARE BENEFITS

Revenue Ruling 7341
Minnesota Statutes, Section 290.01, Subd. 19
Minnesota Rules, Part 8001.9000

Medicare benefits are excluded from income, including benefits paid under the basic hospital
insurance program, the supplementary mediesilirance program, and the prescription drug
program. The basic Medicare program is financed by a portion of the social security payroll taxes
on employees, employers, and the -sefiployed. The supplementary program and the
prescription drug program as®luntary and financed through individual premiums and federal
subsidies. The tax expenditure measures the exclusion of benefits attributable to employer
contributions through the payroll tax and federal contributions to the voluntary programs; it does
not include the recovery of previoudigixed contributions made by the recipient.

Medicare benefits have never been taxed although the exclusion has not been specified in the
statutes. A revenue ruling in 1970 upheld the exclusion of these benefits.

In 2008 approximately749,000 people in Minnesotaere enrolled irMedicare.

Fiscal Year Impact

2012 2013 2014 2015
Hospital Insurance $169,000,000 $178,000,000 $187,900,000 $198,100,000
Supplementary Medical
Insurance 114,900,000 128100,000 136,500,000 148,900,000
Prescription Drug Insurance 31,500,000 36,300,000 _ 41,000,000 _ 46,700,000

Total - State General Fund $315400,000 $342400,000 $365400,000 $393700,000

FOSTER CARE PAYMENTS

Internal Revenue Code, Section 131
Minnesota Statutes, Section 290.01, Subd. 19

Qualified foster care payments are excluded from the income of the foster care provider. The
exclusion is limited to payments for no more than five foster care individuals over age &8, but
limitation applesto payments for foster children under age 19

This provision was enacted in 1982. Prior to 1986, foster care payments that exceeded
documented expenses were included as income. In 1986 the exclusion was broadened to include
all qualified foster care payments and was extended to foster careraymagle for qualifying

adults. The provision was last changed in 2002.

Minnesota haspproximately 4,80 licensed adult foster care aB@00 licensed child foster care
households.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $1,700,000  $1,700,000  $1,700,000  $1,700,000
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1.26

PUBLIC ASSISTANCE

NumerousRevenue Rulings
Minnesota Statutes, Section 290.01, Subd. 19
Minnesota Rules, Part 8001.9000

Public assistance benefits are excluded from federal gross income. The programs through which
benefits are paid include the Minnesota Family Investment Rmgf@eneral Assistance,
Minnesota Supplemental Aid, and Supplemental Security Income. Only a portion of the benefits
would be subject to the income tax because the income of some recipients would be below the
income tax filing requirements.

Although theoretically the tax expenditure includes benefits received both in cash and in kind,
such as food stamps, the estimates reflect only cash payments.

During the 1930s the Internal Revenue Service issued a series of Revenue Rulings on the
definition of federal gross income which explicitly excluded these benefits.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $21,100,000 $23500,000 $23900,000 $24,900,000

SCHOLARSHIP AND FELLOWSHIP INCOME

Internal Revenue Code, Section 117
Minnesota Statutes, Section 290.01, Subd. 19

Section 117 of the Internal Revenue Code excludes from income scholafshipsships and
grantsthat are used fotuition, fees, and related expensebo qualify, the student must be a
candidate for a degree.

This exclusion was first allowed in 1954. Prior to 1986, scholarship money to cover room and
board and money paitb nondegree students were also excludéthis provision was last
changed in 2001.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $16,200,000 $16,900,000 $18,300,000 $18,900,000
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EDUCATION SAVINGS ACCOUNTS

Internal Revenue Code, Section 530
Minnesota Statutes, Section 290.01, Subd. 19

A taxpayer may establish an education savings account for qualified education expenses of a
named beneficiaryQualified expenses includeition, fees, books, and supplies for elementary,
secondary, and higher educatioAnnual contributions to an accatucannot exceed $2,000 and
cannot be made after the beneficiary reaches age eighteen. The maximum contribution is reduced
for taxpayers with income over $95,000 ($190,000 for a joint return).

Earnings on funds in the account are not included in inconti the funds are distributed.
Distributions used for qualified education expenses of the beneficiary are excluded from income.

This provision was enacted in 1997 and expanded in 2001 by increasing the contribution limit
from $500 to $2,000, increagjrihephaseout threshold for joint returns, and including expenses
for elementary and secondaggducation The 2001 changesere scheduled to expire after tax
year 2010, but in 2010 they were extended to tax years 2011 and 2012.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $900,000  $1,100,000  $1,200,000  $1,400,000

QUALIFIED TUITION PLANS

Internal Revenue Code, Section 529
Minnesota Statutes, Sec. 290.01, Subd. 19

Under a qualified tuition plan, a taxpayer may make contributions to an account that is
established for the sole purpose of meeting qualified higher education expenses ghatefbsi
beneficiary. The plan may be either a college savings plan or a prepaid tuition plan. A state may
sponsor either type of planA prepaid tuition plan mawlso be established by one or more
institutions of higher education.

The earnings on theaount are not taxed until they are distributed, and distribuimmexcluded
from income to the extent that they are used for qualified higher education expenses.

The tax status of state tuition plans was clarified at the federal level in 1996 whim S@©

was added to the Internal Revenue Cofleveral changes were madehede provisions in 2001
with the changes to expire after 2010. In 2006 the changes were made pernanien2008
Minnesota adopted the 2006 federal changes. This provisistast changed in 2009.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $4,200,000  $4,800,000  $5,400,000  $6,000,000
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130 DISCHARGE OF CERTAIN STUDENT LOAN DEBT

Internal Revenue Code, Section 108(f)
Minnesota Statutes, Sec. 290.01, Subd. 19

Generally, cancell ed or f or gisvbehalf isdreloded intleer debt

debt or ds i ncome for tax pur posesCode sgedfiest i on 1
conditions under which student loan cancellation and repayment assistance is excluded from
income.

The exclusion applies to cancelledforgiven student loan debt if the terms of the loan provided

that some or all of it would be cancelled for work for a specified period of time, in a certain
profession, and for any of a broad class of employers and if the loan was made by specified types

of lenders. An exclusion also applies to assistance provided under certain student loan repayment
and loan forgiveness prograrior health professionals. The Natiom#alth Service Corps Loan
Repayment Program and state programs eligible to refigids under the Public HealtheB/ice

Act provide payment on a borrowerd6s behalf for
professional shortage area.

Section 108(f) of the Internal Reven@ede was enacted in 1984. In 2010 the exclusion was
extended to state loan repayment and forgiveness programs designed to facilitate the increased
availability of health care services in underserved areas.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $500,000 $500,000 $500,000 $500,000

[EEN
s

CERTAIN AGRICULTURAL COST -SHARING PAYMENTS

Internal Revenue Code, Section 126
Minnesota Statutes, Sectigf0.01, Subd. 19

Agricultural costsharing payments may be excluded in whole or in part from income if three
conditions are met: the United States Secretary of Agriculture certifies that the payment serves to
conserve soil and water resources, imprmrests, or provide a habitat for wildlife; the Internal
Revenue Service determines that the improvement does not substantially increase the annual
income from the property; and the payment is for a capital expense. No deductions, depreciation,
amortization, or depletion may be claimed with respect to any such amount excluded from
income.

This exclusion was enacted in 1978 and was last changed in 1980.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $300,000 $300,000 $300,000 $300,000
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DISCHARGE OF INDEBTEDNESS INCOME FOR CERTAIN FARMERS

Internal Revenu€ode, Sections 108(g) and 1017
Minnesota Statutes, Section 290.01, Subd. 19

Generally the amount of any debt forgiveness m
debt is discharged in a title Il bankruptcy case or when the debtor is insolexolvent farmer

may be treated as insolvent and the canceled debt excluded from income if at least 50% of the
taxpayerds average annual gross receipts for
reduction must be maxdd hteo ptriogetrd yp aynar G haei 4
including net operating losses, capital losses, and certain credit carryovers. The exclusion cannot
exceed the sum of the adjusted basis and the adjusted tax attributes of qualifying property. The
neteffect is that the income is deferred rather than excluded

The income exclusion for solvent farmers was enacted in 1986. Prior to that time, a similar
provision applied to qualified business indebtedness, not just farming.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $1,700,000  $1,700,000  $1,700,000  $1,700,000

INVESTMENT INCOME ON LIFE INSURANCE AND ANNUITY CONTRACTS

Internal Revenue Code, Sections 72, 101, 7702, and 7702A
Treasury Regulation 1.451

Minnesota Statutes, Section 290.01, Subd. 19

Minnesota Rules, Part 8001.9000

Investment income earned oifel insurance and annuity contracts is not included in the

reci pientds gross income as it accumul ates. |
what is commonly reftippred iovestmensi decobmel d
paid bythe policyholder exceed the cost of insurance, the excess premiums are invested by the
company, and investment income is credited to the policy.

If the policy is surrendered before the death of the policyholder, the excess of the cash surrender
value ower the premiums paid is included in income. In this situation, the income is deferred
rather than excluded. Policy proceeds paid because of the death of the insured are excluded from
the gross income of a beneficiary, and that investment income istaggdr

An annuity is an investment contract in which the owner makes a deposit in either a lump sum or
installment payments in exchange for regular payments for a lifetime or for a specified number of
years. The income is not included in the grossrme®f the owner as it accumulates but is
deferred until payments are made to the annuitant.

These exclusions have been in effect since 1933 and were last changed in 1997.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $147,000,000 $150,900,000 $154,800,000 $158,000,000
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1.34 INTEREST ON MINNESOTA STATE AND LOCAL GOVERNMENT BONDS
Internal Revenue Code, Sections 103 and 1z
Minnesota Statutes, Section 290.01, Subd. 1%al.19a(1)

Interest received from state and local government bonds is excluded from federal gross income.
For Minnesota inome tax purposes, the exclusion is restricted to interest from bonds issued by
the State of Minnesota or by Minnesota local government units. Any interest from
non-Minnesota state or local governments is added back to determine Minnesota taxable income.

The exclusion applies to all general obligation bonds. aldo applies to several types of
nonguaranteedbonds, including exempt facility bonds, smigbue bonds, qualified mortgage
bonds, qualified student loan bonds, and qualified redevelopmeng.bond

Federal law imposes an annual volume limitation by state on the total amount of nonguaranteed
bonds that can be issued. The limitation for each state is the great®s p&i$resident or
$284,560,000 in calendar year 2. The limits are increasethnually for inflation. Also exempt

from taxation but not subject to the overall volume limitation are qualified bonds of 501(c)(3)
nonprofit organizations and bonds for governmmmbed airports, docks, wharves, and certain
solid waste disposal facilitte Other limitations apply to certain types of bonds including those
subject to and exempt from the overall state volume limitation.

Minnesota exempted interest from Minnesestate and local bonds when the income tax was
enacted in 1933. When the state began adopting the federal definition of gross income in 1961,
the addback provision was included in the statutes to maintain the intent and effect of the 1933
law. A 1968 feleral law restricted the tefree status given interest of industrial revenue bonds to
those issued for specific purposes. A 1984 federal law limits by state the total amount of certain
types of state and local bonds which may be issued, and the voloitagidins were last changed

in 2000. The taxexempt bond provisions were last changed in 2009.

An estimated0,000 returns benefit from this exemption in tax yeat20

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $62,500,000 $62,000,000 $62,800,000 $66,000,000
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CAPITAL GAINS ON HOME SALES

Internal Revenue Code, Section 121
Minnesota Statutes, Section 290.01, Subd. 19

An exclusionfrom incomeis allowed for the capitalgaihr om t he sal e of a t ax
residence The gain is excluded the taxpayer owned and occupibé residence for at least two

of the previous five yearsThe maximum exclusion is $250,009500,000 for a marriepbint

return). The exclusion cannot be used more than once every two years.

The exclusion in its current form was enacted federall§987 and adopted by Minnesota in
1998. It replaced two previous provisions. The deferral of the gain from the sale of the

taxpayeros principal residence when the seller
enacted in 1951 and repealed ir®@19 The ondime exclusion of the gain, up to a specified
amount , from the sale of the taxpayerodés princ

enacted in 1964, expanded several times, and repealed in I98%&e provisions were last
changed in @08.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $103,90,000 $107,600,000 $112,300,000 $117,000,000

DISCHARGE OF PRINCIPAL RESIDENCE ACQUISITION DEBT

Internal Revenue Code, Section 108
Minnesota Statutes, Section 290.01, Subd. 19

In general, cancelled or forgiven mortgage debt is included in income for tax purposes unless the
taxpayer is inglvent or in bankruptcy. Section 108 provides other conditions under which the
discharge of mortgage debt is excluded from income. Qualified indebtedness is limited to
$2million ($1 million if married filing separately) incurred in acquiring, constngti or
substantially improving the taxpayerdés princiop
The exclusion can also apply to certain refin
residence is reduced by the amount of excluded income

This exclusion was first enacted in 2007 and applied to tax years 2007 through 2009. In 2008 it
was extended to tax years 2010 through 2012.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $2,800,000 $800,000 $0 $0
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1.37 CAPITAL GAINS AT DEATH

Internal Revenue Code, Sections 1001, 10040, 1221, and 1222
Minnesota Statutes, Section 290.01, Subd. 19

When property is transferred because of the de
the value of the asset at the ti metofdieassehe de c e
Therefore, the appreciation of the asset occur

gross income. The fiscal impact measures the exclusion against the taxation of the gain at the
time of transfer at death.

The exclusion otapital gains at death was enacted federally in 1921. A similar provision was
incorporated into the original Minnesota income tax law in 19%&r 2010 only, when the
federal estate tax is scheduled to expire, these provisions are modified, and somil pain

taxed at death.
Fiscal Year Impact
2012 2013 2014 2015
State General Fund $147,000,000 $171,800,000 $197100,000 $211,900,000

1.38 CAPITAL GAINS ON GIFTS

Internal Revenue Code, Sections 1001, 1015, 1221, and 1222
Minnesota Statutes, Section 290.01, Subd. 19

The taxation of the capital gain on an asset is deferred when it is gieen api f t . The rec
basis in the property is the same as the giverl
the property is sold by the recipient. The deferral is considered a tax expenditure because a gain

is generally recognized when asset is transferred.

This provision was enacted federally in 1921 and by Minnesota in 1933.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $15,200,000 $17,700,000 $30,400,000 $32,700,000
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GAIN FROM CERTAIN SMALL BUSINESS STOCK

Internal Revenue Code, Sectior)22
MinnesotaStatutes, Section 290.01, Subd. 19

An exclusion from income is allowed to noorporate taxpayers fotl@r a portion of the capital

gain on qualifying small business stock. For qualifying stock issued after August 10, 1993, the
exclusion is 50% othe gain. The exclusion was increased t&#r stock acquired from
February 18, 2009, to September 27, 2010, and to 100% for stock acquired from September 28,
2010, to December 31, 2012.

The taxpayer must acquire the stock at its original issue dddtHor at least five years. The

gain that a taxpayer can exclude from the same business in a year cannot exceed the greater of
$10 million, less any cumulative gain excludedthe taxpayer in previous tax years, or ten times
the taxpayeisiithestodkji ust ed ba

Qualifying small business stock must be issued by a C corporation with no more than $50 million
in gross assets before and at the time the stock is issued. The corporation must employ at least
80% of its assets in a qualified tradebwursiness dung the fiveyear holding period, including
specialized small business investment companies and all lines of business except health care, law,
engineering, architecture, food service, lodging, farming, insurance, financing, and mining.

The % exclusion wagnacted in 1993. The exclusion was temporarily increased to 75% in
2009 and to 100% in 2010.

Fiscal Year Impact
2012 2013 2014 2015

StateGeneral Fund $1500,000 $1800,000 $2,600,000 $3,100,000

PERMANENT EXEMPTIONS FROM IMPUTED INTEREST RULES

Internal Revenue Code, Sections 483, 1274, and 1274A
MinnesotaStatutes, Section 290.01, Subd. 19

The Internal Revenue Code generally requires that debt instruments bear a market rate of interest
at least equal to the average rate on outstanding Treasury securities of comparable maturity. |If
the instrument does hia market rate is imputed to it for tax purposes. The imputed interest must
be included in the income of the recipient and is deducted by the payer.

Several exceptions exist to the imputed interest rules: debt associated with the sale of property
when the total sales price does not exceed $250,000; the sale of farms or small businesses by
individuals when the sales price does not exceed $1 million; and the sale of a personal residence.
Debt instruments for amounts not exceeding $2.8 million thagiaen in exchange for real
property may not have imputed to them an interest rate exceeding 9%. The $2.8 million
maximum is indexed annually for inflation.

Imputed interest rulewere enacted in 1984. Permanerteptions to the rules weemactedn
1986 and were last changed in 1997.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $3,000,000  $3,200,000  $3,400,000  $3,600,000
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LIKE -KIND EXCHANGES

Internal Revenue Code, Section 1031
Minnesota Statutes, Section 290.01, Subd. 19

In general, the gain from the sale or exchange of property is recogmézéttome for tax
purposes. However, the gain from a Hkied exchange is not recognized at the time of exchange

if both the relinquished and the received property are held for productive use in a trade or
business or for investment. The recognitionh&f gain is deferred until the received property is
sold or otherwise disposed. In order for the gain to qualify for deferral, the exchange must be
concluded within specified time limits. This provision does not cover stock in trade or other
property heldorimarily for sale, or stock, bonds, notes, or other securities.

Taxfree exchanges of likkind property were allowed federally in 1921 and by Minnesota in
1933. These provisions were last amend&2DiD8

FiscalYear Impact
2012 2013 2014 2015

State General Fund $7,300,000  $8,500,000  $9,100,000  $9,700,000

ENERGY CONSERVATION SUBSIDIES PROVIDED BY PUBLIC UTILITIES

Internal Revenue Code, Section 136
Minnesota Statutes, Section 290.01, Subd. 19

Gross income does not include the value of a subsidy provided by a public utility to a residential
customer for the purchase or installation of an eneogygervation measure.

Section 136 was enacted as part of the Comprehensive National Energy Policy Act oA1992.
partial exclusiorthat applied tsubsidies fobusiness propertwasenacted in 1992 angpealed
in 1996.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $100,000 $100,000 $100,000 $100,000
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FEDERAL DEDUCTIONS

143

ACCELERATED DEPRECIATION

Internal Revenue Code, Sections 167 and 168
Minnesota Statutes, Section 290.01, SubdSi®d.19a(7), andsubd.19b©)

A deduction is allowed for the depreciation of machinery, equipment, and structures used in a
trade or business or held for the production of income equal to the deduction allowed federally
under the modified accelerated cost recovery sy§iéACRS).

Under MACRS, machinery and equipment can be depreciated over three, five, seven, or ten
years, and the 200% declining balance method is used. The 150% declining balance method
applies to fifteenand twentyyear property. Straighine depreation of 27.5 years is used for
residential rental property, and 39 years is used for nonresidential real property.

Conceptually, the tax expenditure is the extent to which depreciation for tax purposes exceeds the
actual decline in value of the assetring the applicable tax year. For machinery and equipment,

the tax expenditure is measured as the difference between the current law depreciation schedule
and straightine depreciation over the period defined by the midpoint of the asset depreciation
range (ADR) system that was in effect from 1971 to 1981. For structures, it is measured as the
difference between current law depreciation and strdiightdepreciation over forty years.

For federal tax purposes, bonus depreciation has applied atsvéirms. In recent years, 50%
bonus depreciation has appliednew equipment placed in servige 2008, 2009, part of 2010,

and 2012. Bonus depreciation of 100% applied from Septemi2€xg through December 31,
2011. The amount of the bonus deprdia is subtracted from the basis of the property in
computing the depreciation deduction for all years. For Minnesota tax purposes, 80% of the
bonus depreciatiois added back to taxable income in the first year, with that amount subtracted
in equal par over the next five years.

A depreciation deduction was part of the original Minnesota income tax enacted in 1933.
Accelerated depreciation was first allowed through administrative practice by the federal
government in 1946 and by law in 195Minnesta first enacted an accelerated depreciation
provision in 1959. In 1987 Minnesota adopted MACRS enacted as part of the federal Tax
Reform Act of 1986. A 30% bonus depreciation option was enacted federally in a602in

2003 it was extended artlde percentage was increased to 508onus depreciation of 50% was
enacted federally in 2008 and 200Bonus depreciation for 2010 through 2012 was enacted in
2010. Minnesota adopted the fededabnus depreciationprovisions and, at the same time,
enactedhe addition for 80% of the bonus depreciation in the first year and the subtraction of that
amount in equal parts over the following five years.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $48,000,000 $45,000,000 $58200,000 $60,800,000
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1.44 EXPENSING DEPRECIABLE BUSINESS PROPERTY

InternalRevenue Code, Section 179
Minnesota Statutes, Section 290.01, Subd Slhd. 19a(8), an8ubd.19b(14)

A taxpayer may elect to treat the cost of qualifying business property as an expense in the year
the property is placed in servic&or Minnesotatax purposeshe maximum annual deduction is
$25,000. If the taxpayer places more thaR0®,000 of qualifying property in service during the

year, the limitation is reduced by one dollar for each dollar that the cost ex66d30H.

For federal ta purposes, the maximum deduction and the limitation on total property placed in
service are higher for tax years 2006 through220he maximum annual deduction isSO$300

for 2010 and 2A.1 and is $19,000 for 202. The limitation of the total amountgzed in service

is $2,000,000 for2010 and 2011 and $560,000 for 20Fbr tax years 2@through 202, 80%

of the difference between the amount of expensing allowed for federal and state tax pigposes
added back to taxable incoroa the Minnesotaeturn with that amount subtracted in equal parts
over the next five years.

This provision was adopted in 198Zhe maximum deduction was increased 993 and 1996
In 2003the amount of allowable expensing was temporarily increased for tax y&&sh26ugh
2005 and Minnesota adopted those changa2004 the increase was extendetbxoyears2006
and 2007 Minnesota adopted the extension of the increask at the same time, enacted the
addition equal t080% of the increase, withahamountsubtracted in equal parts over the next
five years. The federal limits have been increased several times and were last increadél in 20

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $24,400,000 $35,100,000 $31,800,000 $30,700,000

1.45 EXCESS OF PERCENTAGE OVER COST DEPLETION

Internal Revenue Code, Sections 291, 611, 612, 613, and 613A
Minnesota Statutes, Section 290.01, Subd. 19

Depletion allowances refer to the way in which investment costs are recovered for mining or
other extractive operations and may be taken for almost all exhaustible natural resd@urces.
taxpayer may choose frotwo forms of depletion: cost depletion or percentage depletion. Cost

depletion is based on the taxpayerds basis in
application. Percentage depletion is based on a percentage of the gross income fiereithe
extractive operation and has Ilittle relations

depletion over cost depletion is considered a tax expenditure.

A deduction for cost depletion was first allowed in 1913, and percentage deplets allowed

as an option in 1926. A 1986 change denies the use of percentage depletion for lease bonuses,
advance royalties, or other payments that are not directly related to actual protectial,

gas, and geothermal properties. This provisias last changeid 20065.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $700,000 $700,000 $700,000 $700,000
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EXPENSING AND AMORTIZATION OF BUSINESS START -UP COSTS

Internal Revenue Code, Sections 195 and 709
Minnesota Statutes, Section 290.01, Subd. 19

A taxpayer may elect to deduct up®5,000 of startip expenditures in the taxable year in which
the active trade or business begins. The $5,000 is reducedfdoitlilar by the amount by
which total starup costs exceed $50,000. Any siapt expenditures not deducted can be
amortizedover fifteen years.

Without these special provisions, these expenditures would be capitalized by adding them to the
taxpayero6s basis in the business. They woul d
with costs not being recoverable uitie taxpayer sold their interest in the business.

Section709 was enacted in 19&hd Section195 was enacted in 1980The current provisions
were enacted in 2004. In 2010 the $5,000 was increased to $10,000 and the $50,000 was
increased to $60,000 ftax year 2010 only.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $6,700,000  $6,200,000  $5,800,000  $5,500,000

EXPENSING OF RESEARCH AND DEVELOPMENT COSTS

Internal Revenue Code, Section 174
Minnesota Statutes, Section 290.01, Subd. 19

Generally, expenses incurred in creating or developing an asset must be edpitattzrecovery
occurring over the life of the asset or at the time of sale. However, a taxpayer may elect to deduct
as an expense in the current tax year all qualified research and development costs incurred in
connection with a trade or business. tHé asset resulting from the research or development
expenditures has no determinable useful life (such as is the case with a process or formula), then
the taxpayer may alternatively elect to amortize the costs over not less than sixty months. The
deducton is reduced by the amount of any federal research credit.

Section 174 was enacted in 1954 and was last changed in 1989.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $600,000 $600,000 $700,000 $700,000
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1.48

EXPENSING FOR REMOVAL OF BARRIERS TO THE
HANDICAPPED AND ELDERLY

InternalRevenue Code, Section 190
Minnesota Statutes, Section 290.01, Subd. 19

In general, an improvement to a depreciable asset is treated as a capital expenditure, and the cost
is recoveed using the appropriate depreciation deduction. However, Section 190 allows a
taxpayer to expense up to $15,000 of the costs incurred in a single year for removing physical
barriers to the handicapped or elderly in qualified facilities or public transiporteehicles.
Qualified expenses exceeding $15,000 must be capitalized.

This provision does not apply to construction of a new facility or vehicle or to a complete
renovation of an existing facility. A qualified facility includes any or all portioha building,
structure, equipment, road, walkway, parking lot, or similar property. A vehicle qualifies if it is
owned or leased by the taxpayer and provides transportation services to the public.

Section 190 was enacted in 1976 as a temporary pro\asid was made permanent in 1986. The

current maximum amount was enacted in 1990.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $600,000 $600000 $600,000 $600,000

EXPENSING OF EXPLORATION AND DEVELOPMENT COSTS

Internal Revenue Code, Sections 56, 57(2), 263, 291, 616, 617, and 1254
Minnesota Statutes, Section 290.01, Subd. 19

Generally, amountgaid for permanent improvements or betterments to inqmo@ucing
property are not deductible as current year expenses but are capitalized and recovered through
depreciation or depletion. However, currgaar expensing is allowed for items such as labor

fuel, repairs, and site preparation costs incurred in the exploration and development of oil, gas,
other fuel, and nofuel mineral deposits. Expensing is allowed only for domestic properties.

Expensing of development costs for oil and gas has &lémmed federally since 1916. Expensing
of development costs for other minerals and of exploration costs for all minerals, including oil
and gas, was first allowed in 1951.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $300,000 $200,000 $200,000 $200,000
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EXPENSING FOR ENERGY-EFFICIENT COMMERCIAL BUILDING PROPERTY

Internal Revenue Code, Section 179D
Minnesota Statutes, Section 290.01, Subd. 19

In general, improvements to a building are treated as capital expenditures, and costs are recovered
using the appropriate depreciatidaduction. However, Section 179D provides a cutyear
deduction for all or part of the cost of enesgjicient improvements to commercial building
property. The deduction is the cost of eneefijcient commercial building property placed in
serviceduring the tax year. The deduction is limited to the product of $1.80 times the square
footage of the building, with that product reduced by the deductions claimed for -efiécignt
commercial building property in prior tax years. The basis of thpeptp is reduced by the
amount deducted.

Expenditures must meet several requirements in order to qualify for the deduction. In general, the
property must reduce the total annual energy
ventilation, hotwater, and interior lighting systems by 50% or more. The taxpayer must receive
certification from a professional engineer or contractor before the deduction may be claimed.

This deduction was enacted as a temporary provision in 2005 and was exter&fb iand
2008. It expires after tax year 2013.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $600,000 $600,000 $600,000 $0

CASH ACCOUNTING AND EXPENSING FOR AGRICULTURE

Internal Revenue Code, Sections 162, 175, 486,447,448,461, 464, and 465
Minnesota Statutes, Section 290.01, Subd. 19

Farmers are allowed to usmsh accounting rather than the accrual system for income tax
purposes. Therefore, costs attributable to goods not yet sold may be deducted in the current year.

A taxpayer engaged in the business of farming may deduct certain expenditures made during the
tax year rather than capitalize them. Qualifying expenditures include soil and water conservation

expenses, the purchase and application of fertilizer, and costs associated with raising dairy and
breeding cattle.

Farmers have been allowed to use thshcaccounting system for tax purposes since 1933.
Minnesota began allowing the expensing of capital outlays in 1955. In 1986 the expensing
provision was eliminated for land clearing and was restricted for soil and water conservation
expenditures.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $4,100,000  $4,600,000  $5,100,000  $5,100,000
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EXPENSING OF MULTIPERIOD TIMBER GROWING COSTS

Internal Revenue Code, Section 263A(c)(5)
Minnesota Statutes, Section 290.01, Subd. 19

Timber growers are allowed to deduct in the current year costs asdogiftemaintaining a

timber stand after it is established. The costs include disease and pest control, brush clearing, and
property taxes. This exception to the capitalization rules applies to the costs incurred in raising,
growing, or harvesting treegher than trees bearing fruit, nuts, or other crops, or ornamental
trees.

These costs have always been allowed to be expensed. When the uniform capitalization rules
were adopted as part of the Tax Reform Act of 1986, an exception was allowed for timber.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $100,000 $100,000 $100,000 $100,000

AMORTIZATION AND EXPENSING O F REFORESTATION EXPENSES

Internal Revenue Code, Section 194
Minnesota Statutes, Section 290.01, Subd. 19

Under uniform capitalization rules, production costs are capitalized (added to basis) and deducted
when the product isold. However, Section 194 allows a taxpayer to deduct up to $10,000 of
reforestation expenditures incurred for each qualified timber property in any tax year.
Expenditures exceeding $10,000 may be amortized over 84 months. Qualifying expenditures
include only direct costs, such as for site preparation, seeds or seedling, and labor and tools.

Section 194 was enacted in 1980.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $1,200,000 $1,200,000 $1,200,000 $1,200,000
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154 SPECIAL RULES FOR MINING RECLAMATION RESERVES

Internal Revenue Code, Section 468
Minnesota Statutes, Section 290.01, Subd. 19

In general, expenses that will be incurred in the future may not be claimed as a current deduction.
An exception is provided for mining and solid wadisposalsite reclamation costs which are
incurred in order to comply with a federal, state, or local law, as specified. A deduction may be
taken in the current year for the estimated future reclamation or closing costs attributable to
production or mining actiwtduring the taxable year. A bookkeeping reserve must be maintained
for tax purposes so that, when reclamation or closing costs are actually incurred, they can be
compared to the deductions taken. Any excess of the reserve, including interest, oVepststua
must be included in income at that time.

Section 468 was enacted in 1984 and was last changed in 1986.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund * * * *

155 CASH ACCOUNTING OTHER THAN AGRICULTURE

Internal Revenue Code, Sections 446 and 448
Minnesota Statutes, Sectigf0.01, Subdl9

Section 446 of the Internal Revenue Callows a taxpayer to choose the cash method of
accounting instead of the accrual method. The accrual method is considered a better measure of
currentyear income and expenses because it takes into account the income of receivables. This
tax expenditure ighe difference in net income measured by accrual accounting and cash
accounting. Accrual accounting is required for businesses that maintain inventories.

Cash accounting has been permitted since 1933. The Tax Reform Act of 1986 placed some
restrictians on the use of cash accounting by partnerships.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $6,700,000  $6,900,000  $7,100,000  $7,300,000
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1.5 INSTALLMENT SALES
Internal Revenue Code, Sections 453 and 453A
MinnesotaStatutes, Section 290.01, Suh®.

In general, the gain or loss from the sale of property is recognized in the year of the sale. An
exception is the installment method which may be used to report gains if at least one payment is
received in a tax yedater than the year of sale. The installment method can be used only by
taxpayers who do not regularly deal in the property being sold, and gross profit is prorated over
the period in which payments are received. The tax expenditure is the differeneerbethat

tax liability would be under yeasf-sale reporting and installment reporting.

The installment method was first enacted in 1933. In 1986 the installment method was eliminated
for revolving credit sales of personal property and sales of propegiylarly traded on an
established market, such as stocks or securities. In 1987 the installment method was repealed for
dealer sales of both real and personal property. In 1999 the use of installment sales was
restricted, but that restriction was retotively repealed in 2000.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $5,000,000  $6,200,000  $7,500,000  $8,600,000

1.5/ COMPLETED CONTRACT RULES

Internal Revenue Code, Section 460
Minnesota Statutes, Section 290.01, Subd. 19

Some taxpayers with contracts extending for more than one year are allowed to report dbme or a
of the profit on the contracts under special accounting rules. Infrome longterm contract is
reported only when the contract is completed, and costs allocable to the contract are deducted at
that time. However, many indirect costs may be deduictéhe year paid or incurred. Without

these special rules, indirect costs could be deducted only when the income is reported.

The completed contract method is allowed for home construction contracts and for other
construction contracts if they are hoonger than two years in dura
average annual gross receipts for the three preceding years do not exceed $10 million.

The completed contract method was first allowed federally in 1918 and by Minnesota in 1933.
The rules for longerm contracts were codified in the federal Tax Reform Act of 1986, and
restrictions were placed dheiruse. This provision was last changed in 1997.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $100,000 $100,000 $100,000 $100,000
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EMPLOYEE STOCK OWNERSHIP PLANS

Internal Revenue Code, Sectigt®l(a)(28), 404(a)(9), 415(c), and 1042
Minnesota Statutes, Section 290.01, Subd. 19

An employee stock ownership plan (ESOP) is a qualified stock bonus plan or a combination of a
stock bonus and a money purchase pension plan under whickexetapt trst holds employer

stock for the benefit of the employees. The stock may be acquired through direct employer
contributions or with the proceeds of a loan to the trust.

Employees are not taxed on employer contributions to an ESOP or the earnings el ifuvetst

until they are distributed. A stockholder in a closke®fd company may defer recognition of the

gain from the sale of stock to an ESOP if the
after the sale and the seller reinvests the proceedd.id.aompany.

The formation of ESOPs was first authorized in 1974. These provisions were last changed in
2001.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $2,800,000 $3,000,000 $3,100,000 $3,200,000

INDIVIDUAL RETIREMENT ACCOUNTS

Internal Revenue Code, Sections 219, 408, and 408A
Minnesota Statutes, Section 290.01, Subd. 19

An individual may make a contribution to an individual retirement account (IRA) of ub,60&

per year or an amount equal to earned income, whichever is less. If the individual has more than

one account, the total contribution to all accounts cannot exbeel@sser of 000 or earned

income. Upto$, 000 can also be contributed for a non\
contribution does not exceed their combined earned incdtoea taxpayer or spouse age 50 or

over, the $5,000 is increased ® 00.

The contribution may be made to either a deductible IRA or a nondeductible IRA, referred to as a
Roth IRA. For both types of IRAs, earnings on the account are excluded from income until the
funds are distributed. For a deductible IRA, a dedudsaaken when the contribution is made,

and the distribution is taxable. If a distribution from a Roth IRA qualifies, the entire distribution
is exempt from tax.

For a deductible IRA, if the taxpayer is a participant in an employer plan, the fulttabedis
allowed if adjusted gross income for tax yeal2@s $58,000 or less for a single person
$92,000 for a marriegoint return. The maximum deduction is phased out over a range of
$20,000for marriedjoint returns and $10,000 for other filers

The spouse of an active participant in an employer plan may take a deduction for contributions to
an IRA, but the deduction is phased out for taxpayers with adjusted gross income between
$169,000 and $19,000. If neither the taxpayer nor the spouse iseive participant in an
employer plan, no income limit applies.
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For a nondeductible IRA, the maximum contribution is phased out for joint filers with income
between $I3,000 and $83000 and between 130,000 and $25,000 for other filers.
Distributions are not subject to tax if made more than five years after the IRA has been
established and if the distribution qualifieBistributionsqualify if made after age 58/2, upon
thedeath or disability of the inddual, or for first-time homebuyer expenses.

The tax expenditure estimatés a given year measutbe deduction for contributions and the
exclusion of earnings, net dfstributionsincluded intaxableincome hatyear.

The federal IRA provisions @&e enacted in 1974. In 1997 the income limits were increased for
deductible IRAs, and provisions for nondeductible IRAs were replaced by the Roth IRA. In 2001
the contribution limit was increasgdith the increase to expire after 2010. In 2006 theease

was made permanerand in2007 indexing the income limits was adoptedd 2008 Minnesota
adopted the 2006 and 2007 federal changes.

A deduction for IRA contributions was takbg 57,000Minnesotataxpayersn 2009.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $128,300,000 $169,600,000 $198900,000 $233100,000

KEOGH PLANS

Internal Revenue Code, Sections 4@b and 40815
Minnesota Statutes, Section 290.01, Subd. 19

A self-employed person may take a deduction for contributions made to a Keogh retirement plan
equal tothe lesser of 25% of sefimploymentincome (net of any Keogh contributions) or
$49,000 fortax year 20l. Ear ni ngs are not included in the
withdrawn from the fund. A Keogh plan must also cover any eligible employees. The deduction
for contributions maderobehalf of employees is considered a normal business expense and not a
tax expenditure.

Di sbursements from a Keogh plan are included
are deferrals, measured for a fiscal year as the exclusion of eaaridgthe deduction for
contributions, net of disbursements included in income that year.

This provision was originally enacted in 1962. From 1982 to 1984 the Minnesota deduction was
more restrictive than the federal deduction. The provision was lasjjethén 1986.

Approximately22,000Minnesota taxpayers took this deduction for tax VA€HB.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $96,900,000 $100800,000 $103700,000 $107,30,000
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HEALTH SAVINGS ACCOUNTS

Internal Revenue Code, Sectip23
Minnesota Statutes, Section 29Q0.8ubd. 19

An eligible individual with a higkdeductible health plan is allowed to make contributions to a

health savings account . An employer may al so
The individual is allowed a deduction from gross income for rdmutions to the accounthe
employer contribution is excludedofn t he empl oyeebs i ncome, i nt

accumulates tax free, and withdrawals are not taxable if they are used for medical expenses.

For calendar year 22, ahealth plan qualiis as a higldeductible plan if the annual deductible

is at least $200 for selfonly coverage ($200 for family coverage) and the sum of the annual
deductibleand other oubf-pocket expenses does not exce&DH0 for selfonly coverage
($12,100 for family coverage). The maximum annual deduction is the lesser of the annual
deductible or 3,100 for selfonly coverage (&250 for family coverage). For a person age 55 or
older, the maximum deductible contributiisnincreased by000.

Taxfree heah savings accounts were enacted federally in 2003 and adopted by Minnesota in
2005, effective retroactive to tax year 200e provisions were modified in 2006.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $25,300,000 $31,100,000 $33200,000 $35,300,000

SELF-EMPLOYED HEALTH INSURANCE

Internal Revenue Code, Section 162(1)
MinnesotaStatutes, Sections 290.01, Subd. 19

A self-employed individual may deduct the amount paid for health insurance premiums for the
taxpayer, spouse, and dependent s. The deducti
from the trade or busines3.he deduction is not allowed if the taxpayer is eligible to participate

in a health plan maintained by the employer of

The federal deduction was enacted in 1986 and was last changed in 1998. Prior to tax3year 200
only aspecified percentagef the premiums could be deducted in arriving at federal adjusted
gross income, and remaining premiums could be taken as an itemized medical deduction. A
Minnesota provision enacted in 1992 allowed the subtraction of amgiypres not deducted
federally. The Minnesota subtraction was repealed in 2808n the full deduction was allowed
federally.

Approximately89,800 taxpayers are estimated to benefit fitbra deduction in tax year 2Q.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $38,500,000 $39,800,000 $40,700,000 $42,800,000
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163 INTEREST ON STUDENT LOANS
Internal Revenue Code, Section 221
Minnesota Statutes, Section 290.01, Subd. 19

A deduction is allowed for interest paid on qualifledns $ed to pay higher education expenses

for the taxpayer, spouse, or dependems. per son c¢l ai med as a depend
return cannot take the deduction. The maximum deduction is $2,500. The deduction is phased

out for taxpayers with modified pdted gross incomever $60,000 ($25,000 for joint returns)

for tax year 2@2. The income thresholdgereadjustedannuallyfor inflation until tax year 2010.

Beginning with tax year 2@l the deduction is phased out for income over $40,000 ($60,000 fo

joint returns), and the deduction is allowed only for interest paid during the first sixty months that
payments are required to be made.

This deduction was enacted in 1997. In 2001 the income limits were inceeas@ttiexedand
limiting the deductin to the interest paid during the first sixty mondhsequiredpayments was
removed The 2001 law changesgere scheduled texpire after tax year 2010ut in 2010 they
were extended to tax year 2012

An estimated®73,000 returns benefit from thfgovision in tax year 201.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $14,400,000 $14,600,000  $9,100,000  $8,900,000

164 PER DIEM AMOUNTS PAID TO STATE LEGISLATORS

Internal Revenue Code, Section 162(h)
Minnesota Statutes, Sections 290.01, Subd. 19

State legislators who reside more than fifty miles from the state capitol buddingllowed a
deduction for per diem allowances received for days that the Legislature is in session and for
committee meetings that the legislator is required to attend.

Minnesota enacted a deductifmm all per diem allowances for all legislators i858, and the full
deduction was allowed until the provision was repealed in 1987. The federal deduction became
effective in 1976, and the fiftynile restriction was added in 1981. Minnesota has conformed to
the federatleductiorsince 1987

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $100,000 $100,000 $100,000 $100,000
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FEDERAL PERSONAL DEDUCTIONS

1.6

ADDITIONAL STANDARD DEDUCTION FOR THE ELDERLY AND BLIND

Internal Revenue Code, Section@3and(f)
MinnesotaStatutes, Section 290.01, Subd. 19

A taxpayer or spouse who is aged@%over or blind is allowed an additional standard deduction
For tax year 202, the additional amount for married couples 15150 for each person who is
elderly or blind (2,300 if elderly and blind). The additional amount for a single person or head
of household is $450 for a taxpayer who is elderly or blind (8Q0 if elderly and blind). The
amounts are indexed annually for inflation.

The basic standard deduction availabdeall taxpayers is not considered a tax expenditure
because equal amounts are allowed to simigitlyated taxpayers.

From 1951 through 1986, Minnesota allowed to the elderly and the blind an additional personal
credit against the tax. Prior to taxayel 987, an additional personal exemption was allowed to the
elderly and the blind on the federal return. The additional standard deduction was enacted
federally in 1986 and was adopted by Minnesota in 1987.

An estimated 77,000 returngenefit fromthis provisionfor tax year 2Q1.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $18,000,000 $18,200,000 $19,500,000 $20,100,000

MEDICAL EXPENSES

Internal Revenue Code, Sections 63(d) and 213
Minnesota Statutes, Section 290.01, Subd. 19

An itemized deduction is allowed for unreimbursed medical expenses to the extent they exceed
7.5% of adjusted gross income. Deductible expenses must be for the taxpayer, spouse, or
dependent and include health insurance premiums, medical care, dental care, prescription drugs,
insulin, necessary transportation, and medical aids, such as eyediessiggy aids, crutches, and
wheelchairs.

Beginning in tax year 2013, the 7.5% floor is increased to 10% for taxpayers under age 65. The
10% floor applies to all taxpayers beginning in 2017.

A deduction for medical expenses has been allowddibgesota since 1933. The state adopted
the federal provisiongr 1981. In 1996 the deduction was expanded to indodgterm care
insurance premiums and expensks2010 the increase in the floor for the deduction from 7.5%
to 10% of adjusted grosscome was enacted.

An estimated 74,000 returndenefit fromthis provisionfor tax year 2Q1.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $64,200,000 $67,400,000 $62,800,000 $66,900,000
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1.6/ REAL ESTATE TAXES
Internal Revenue Code, Sections 63(d) and 164
MinnesotaStatutes, Section 290.01, Subd. 19

An itemized deduction is allowed for real estate taxes pa@h@wneroccupied residence. The
deduction is reduced by any Minnesota property tax refund received. Special assessments are not
considered real estataxes and cannot be deducted. This deduction is one of several deductions
subject to the limitation of itemized deductions for higimeome taxpayers.

Minnesota has allowed this deduction since 1933. The limitation of certain itemized deductions
was nade permanent in 199and in2001 the limitation was phased dubm tax year 2006
through 2010.In 2010 the repeal of the limitation was extended to tax years 2011 and 2012 for
federal tax purposes, but Minnesota did not adopt the extension of the repea

An estimated85,000 return$enefit from this deductiom tax year 2Q1.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $160,000,000 $167,000,000 $169,700,000 $179,700,000

1.68 OTHER TAXES

Internal Revenue Code, Sections 63(d) and 164
Minnesota Statutes, Section 290.01, Subd. 19

In addition tothe real estate taon owneroccupied housingan itemized deduction is allowed for
specified taxeicluding personal property taxes paid to state and local governments and foreign
income taxes. The ad valorem portion of the motor vehicle registration tax (Chapter 15) is
deductible under these preions and accounts for most of the deduction. Also deductible are
the personal property taxes paid on a mobile home owned by the taxpayer but located on a rented
lot. This deduction is one of several deductions subject to the limitation of itemizedidesiuc

for higherincome taxpayers.

This deduction was enacted in 1933 araschanged in 1983. The limitation of certain itemized
deductions was made permanent in 128%1 in2001 the limitation was phased drgm tax year
2006through 2010 In 2010the repeal of the limitation was extended to tax years 2011 and 2012
for federal tax purposes, but Minnesota did not adopt the extension of the repeal.

An estimated09,000 returns benefit from this provision for tax yeal 20

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $16,100,000 $16,500,000 $16,900,000 $17,900,000
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HOME MORTGAGE INTEREST

Internal Revenue Code, Sections 63(d) and 163(h)
Minnesota Statutes, Section 290.01, Subd. 19

A taxpayer may take an itemized deduction for intepest on debt secured by a principal or
second residence. Althouglemerestrictions apply, most taxpayers can deduct the full amount
of their mortgage interest. This deduction is one of several deductions subject to the limitation of
itemized deductions fdrigherincome taxpayers.

Mortgage interest is deductible on up to $1 million of debt used to buy, build, or improve a
principal or second residence. If the debt is used for any other purpose, the limitation is $100,000
of debt. If more than one homeisolved, the limitations apply to the total amount.

Home mortgage interest was deductible without limitation until the current restrictions were
enacted in 1987. The limitation of certain itemized deductions was made permanent iant993

in 2001 thdimitation was phased ofitom tax year 200@hrough 2010 In 2010 the repeal of the
limitation was extended to tax years 2011 and 2012 for federal tax purposes, but Minnesota did
not adopt the extension of the repeal.

This deduction reduseahestateincome tax on an estimat&84,000 returns in tax year 2Q.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $341,600,000 $335,400,000 $329,700,000 $349,700,000

CHARITABLE CONTRIBUTIONS

Internal Revenue Code, Sections 63(d), 170, and 642(c)
Minnesota Statutes, Section 290.01, Subd. 19

An itemized deduction is allowed for contrilaris to organizations that are religious, charitable,
educational, scientific, or literary in purpos€&he deduction is limited to a maximum of 50% of
federal adjusted gross income, although other limitations apply to specific types of contributions.
Excess contributions may be carried forward for up to five years. This deduction is one of
several deductions subject to the limitation of itemized deductions for higteene taxpayers.

A deduction for charitable contributions has been allowed since theelbta income tax was
enacted in 1933. Until 1985, the Minnesota deduction differed from the feldshattion The
limitation of certain itemized deductions was made permanent in 8883n2001 the limitation

was phased outrom tax year 200&hrough 2010 In 2010 the repeal of the limitation was
extended to tax years 2011 and 2012 for federal tax purposes, but Minnesota did not adopt the
extension of the repeal.

An estimated’09,000 returns benefit from this deduction in tax yeatR0

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $173,500,000 $178400,000 $183600,000 $194,000,000
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171 CASUALTY AND THEFT LOSSES

Internal Revenue Code, Sections 63(d) and 165
Minnesota Statutes, Section 290.01, Subd. 19

An itemized deduction is allowed for unreimbursed nonbusiness losses caustnfthy
vandalism, fire, storm, and car, boat, and other accidents. The deduction is allowed only to the
extent that each separate casualty or theft loss exceeds $100 and the total of all net losses during
the year exceeds 10% of federal adjusted grogsriac If the loss is covered by insurance, a
timely insurance claim must be filed.

A deduction for casualty or theft loss was first authorized for the federal income tax in 1913 and
for the state tax in 1933. The $100 floor on the deduction was add€#4n and in 1982 the
deduction was restricted to losses exceeding 10% of adjusted gross income. The requirement for
filing a timely insurance claim was added in 198k 2008 the $100 floor was temporarily
increased to $500 for tax years 2009 and 2010.

An estimatedL,300 returnsbenefit from this provision itax year2011.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $1,400,000  $1,500,000  $1,500,000  $1,600,000

MINNESOTA SUBTRACTIONS

172 K-12 EDUCATION EXPENSES

Minnesota Statutes, Section 290.01, Subd. 19b(3)

A subtraction from federal taxabiecome is allowed for certain education expenses paid for a
gualifying child in kindergarten through twelfth grade. The maximum subtraction is $1,625 per
child in kindergarten through sixth grade and $2,500 per child in seventh through twelfth grade.

Qualifying expenses include amounts paid to others for tuition, transportation, nonreligious
textbooks, and instructional materials and equipment required for regular school classes. Fees or
tuition for instruction outside the regular school dayl schooyearalso qualify, such as tutoring

and educational summer camps. Amounts paid for computer hardware and educational software
can be subtractedubject to a limit of6200 per family. The amount that can be subtracted is
reduced byany expensegsed to taim the K12 education credit (Item 198

An education deduction was first enacted in 1955. In 1997 the deduction was expanded,
beginning with tax year 1998. This provision was last changed in 2001.

An estimated®22,000 returndenefit from this provisiom 2011

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $18,200,000 $18,300,000 $18,600,000 $19,000,000
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CHARITABLE CONTRIBUTIONS FOR NONITEMIZERS
Minnesota Statutes, Section 290.01, Subd. @9b(
A taxpayer who does not itemize deductions on the fedetatn may subtract from federal
taxable income 50% of charitable contributions made in excess of $500. The contributions must
meet the requirements for deductible contributions under the Internal Revenue Code.
This subtraction was enacted in 1999.

An estimatedL73,000 returnsenefit fromthis provision in tax yea2011.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $7,500,000  $7,600,000  $8,000,000  $8,500,000

INCOME OF THE ELDERLY OR DISABLED
Minnesota Statutes, Sections 290.01, Subd.4)9aKd 290.0802

A subtraction from federal taxable income is allowed for persons who are age 65 or over or
totally disabled. The subtraction benefits imwome taxpayers who have more of their income

from taxable sources such as pensions and interest than from nontaxable sources such as social
security. The subtraction is allowed against any type of taxadxdene, not just pensions, and is
computed as follows for a married couple who both qualify and file a joint return: $12,000 minus
nontaxable retirement and nontaxable social security benefits mindsabra federal adjusted

gross income over $18,000Che $12,000 and $18,000 amounts are different for the other filer

types.

Public pensions were exempt from the Minnesota income tax from 1933 through E6)3.

1978 through 1986, a subtraction for pension income was allowed, limited to a maximum amoun
with qualifying offsets. The elderly or disabled subtraction was enacted in 1988, and in 1994 the
base amounts and income thresholds were increased by 20%.

An estimated,800 taxpayers benefit from this provision in tax yeat20

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $800,000 $700,000 $700,000 $600,000
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1.5

ACTIVE DUTY MILITARY SERVICE

Minnesota Statutes, Section 290.01, Subd. 19b(11)

A subtraction from federal taxable income is allowed for compensation paid for active military
duty to Minnesota residents who anembers of the armed forces of the United States or United
Nations.

This subtraction was enacted in 2005. It replaced a provision enacted in 2001 which allowed a
Minnesota resident to be considered a nonresident for the period of time that they etigeon a
military duty stationed outside Minnesota. The provision was last changed in 2011.

An estimatedL0,000 taxpayers benefit from this provision in tax year 2011.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $9,500,000  $9,900,000 $10,300,000 $10,900,000

NATIONAL GUARD AND RESERVE PAY
Minnesota Statutes, Section 290.01, Subd. 1®b(1

A subtraction from federal taxable income is allowed to members of the Minnesota National
Guard or other reserve components of the United States militatyafioing, drill, and summer
camp pay The subtraction is also allowed factive service perforrad in Minnesotawhich
includes natural disaster emergency response, missing person seardhepprt security duty.

A subtraction for active service in Minnesota was enacted in 2005. In 2008 it was extended to
training and summer camp pay.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $3500,000  $3,600,000 $3800,000  $4,000,000
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EXPENSES OF LIVING ORGAN DONORS

Minnesota Statutes, Section 290.01, Subd. 8b(1

A subtraction from federal taxable income is allowed for certain expensegilé living, the

taxpayer, spouse, or a dependent donated a human organ to another person for transplantation.
Expenses related to the donation that can be subtracted are for travel, lodging, and lost wages net

of sick pay. The maximum subtraction isO$1 0 0 O . The term fiorganodo me
i ndividual 6s | iver, pancreas, ki dney, i ntestin

This provision was enacted in 2005.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund * * * *

JOB OPPORTUNITY BUILDING ZONE INCOME
Minnesota Statutes, Sections 290.01, Subd. 19/4h@)469.316

A subtractionfrom federal taxable income is allowed for net income from the operation of a
gualified business in a designated Job Opportunity Building Zone. A subtraction is also allowed
for net income from renting real or tangible personal property used by a glalifstness and
located in a zone and for net gain from the sale or exchange of real or tangible personal property
used by a qualified business in a zone.

Ten Job OpportunitBuilding Zones have been designated by the Commissioner of Employment
and Econont Development, effective January 1, 2004. The maximum duration of a zone is
generallytwelve years Zones must be outside the sexemnty metropolitan areand ech zone

may contain up to 5,000 acres and can be divided into separate noncontiguongesubXiso
included in the program are up to five Agricultural Processing Facility Zones.

These provisions were enacted in 2003 and Vestenodified in 20@®.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $2,700,000 $2,700,000 $3,000,000 $3,300,000
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1.9 DISPOSITION OF FARM PROPERTY

Minnesota Statutes, Sect®290.01, Subd. 19b(5), a290.491

A taxpayer is allowed a subtraction from federal taxable income for the amount of income
realized on a sale or exchange of farm property if the taxpayer is insolvent at the timaesale

and the proceeds are used solely to discharge indebtedness of the property sold. The amount of
the subtraction is |Iimited to the excess of th
of any debt forgiveness excluded from incomeer Section 108 of the Internal Revenue Code.

This provision was enacted in 1985. It was repealed in 1987 but wersacted in 1988,
retroactive to tax year 1987.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund * * * *

AMERICORPS NATIONAL SERVICE EDUCATION AWARDS
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Minnesota Statutes, Section 290.01, Subd. 19b(16)

A subtraction from federataxable income is allowed for the amount of a national service
education award received from the National Service Trust for service in the AmeriCorps National
Service program. The award can be used to pay college tuition or repay student loans.

This sibtraction was enacted in 2008.

The subtraction was taken on about 630 returns for tax year 2010.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $100,000 $100,000 $100,000 $100,000
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PREFERENTIAL COMPUTATION

181 FIVE-YEAR AVERAGING OF LUMP SUM DISTRIBUTIONS

Internal Revenue Code, Section 402(e)
Minnesota Statutes, Section 290.032

A lump sum distribution from a qualified pension, prafitaring, or stock bonus plan is eligible
for the special fiveyear averaging provision. A separate tax is computed on the lump sum
distribution in isolation of other income.

Several restrictionapply to using lump sum averaging, including age and reason for distribution.
The Minnesota provisions for lump sum averaging are the same as the federal except that
Minnesota does not allow the option of 4g#ar averaging, and any capital gains aretéckas
ordinary income.

A tenryear averaging provision was adopted by Minnesota in 1975. In 1987 Minnesota adopted
five-year averaging and most of the federal changes enacted in 1986 that placed restrictions on
the use of lump sum averaging. In 1997nhisota adopted the federal repeal of-figar
averaging, beginning with tax year 2000. The transition rules from the Tax Reform Act of 1986
were not repealed Therefore, taxpayers covered under the transition rules can continue to use
theaveragingprovision.

Lump-sum averaging was used aibout350 returns for tax year 2M.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund * * * *
CREDITS

182 MARRIAGE CREDIT

Minnesota Statutes, Section 290.0675

A nonrefundable credit is allowed against the individual income tax for a married couple filing a
joint return f both spouses have earned income or taxable pension or taxable social security

i ncome and their i ncome situation results in
income tax brackets. The credit compensates for the extent to which the tagambigher due

to the tax brackets for a joint return compared to the two spouses filing as single persons.

The credit is based on two variables: the joint taxable income of the couple and the earned
income (including taxable pension and sosedturity income) of the lessearning spouse. For

tax year 2011, the credit does not apply unless taxable income is at least $34,000 and the earned
income of the lesse¥arning spouse is at least $20,000. The maximum credit for 2011 is $352.
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This credit was enacted in 1999 and was last modified in 2011.
Approximately398 000 returns claimed the credit for tax year 2010.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $62,200,000 $64,500,000 $67,200,000 $70,300,000

CREDIT FOR LONG-TERM CARE INSURANCE PREMIUMS
Minnesota Statutes, Section 290.0672

A nonrefundable credit is allowed against the individual income tax for premiums paid fer long
term care insurance. A taxpayer may claim a credit for each beneficiary (taxpasmouse)
equal to 25% of premiums paid to the extent tadien as a federal itemized deductiohhe
maximum credit is $200 for married couples filing joint returns and $100 for all other filers. The
long-term care insurance policy must meet the resménts under specified sections of the
Internal Revenue Code and have a lifetime benefit of at least $100,000.

This credit was enacted in 1997, effective with tax year 1999, and was last changed in 2000.
This credit was taken caibout60,000returns fo tax year 2Q0.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $8,200,000  $8,400,000  $8,500,000  $8,700,000

EMPLOYER TRANSIT PASS CREDIT

Minnesota Statutes, Section 290.06, Subd. 28

A nonrefundable credit is allowed against the individual income tax equal to 30% of the expense
incurred by the taxpayer to provide transit passestothex payer 6 s empl oyees.
must be for use in Minnesota. If the employer purchases the transit passes from the transit system
and resells them to the employees, the expenses used for the credit are the difference between the
amount the empla@r paid for passes and the amount charged to employees.

This credit was enacted in 2000.

This credit was taken on about 550 returns for tax year 2010.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $100,000 $100,000 $100,000 $100,000
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CREDIT FOR PAST MILITARY SERVICE

MinnesotaStatutes, Section 290.0677, Subd. 1a

A nonrefundable credit is allowed against the individual income tax for an individual who is
separated from military service and had served in the military for at least twenty years or has a
servicerelated disabilig rated as 100% total and permanent disability. The credit is equal to
$750. The $750 is reduced by 10% of adjusted gross income over $30,000, so that no credit is
available if adjusted gross income exceeds $37,500.

This credit was enacted in 2008, etiee beginning with tax year 2009.

This credit was claimed on about 1,600 returns for tax year 2010.

Fiscal Year Impact
2012 2013 2014 2015

State Generdfund $1,000,000 $1,000,000 $1,000,000 $1,000,000

CREDIT FOR NEW PARTICIPANTS IN A SECTION 125 EMPLOYER HEALTH
INSURANCE PLAN

Minnesota Statutes, Section 290.0678

A nonrefundable income tax credit is allowéal new participants in a Section 125 health
insurance plan maintained by their employer. The credit is equal to 20% of the premiums paid by
the employee for the first twelve months of participation in the plan. To qualify, the person must
not have had tadth insurance coverage for at least one year prior to participating in the plan, and
their total household income must be between 275% and 300% of the federal poverty guidelines
for the applicable family size if the individual has dependents or betwd&&a aAd 275% of the
federal poverty guidelines if the individual has no dependents.

This credit was enacted in 2B00In 2011 it was repealed, effective with tax year 2012.

Fiscal Year Impact
2012 2013 2014 2015

Health Care Accedsund * $0 $0 $0

*Less Than $50,000 69
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CHILD AND DEPENDENT CARE CREDIT

Internal Revenue Code, Section 21
Minnesota Statutes, Section 290.067

A refundableincome taxcreditis allowedfor a portion of dependent care expenses provided that
those expenses were necessary in order to hold or look for a job. A dependent is defined as a
child under age 1&disableddependent of any ager a disabledspouse

The determination of the ati starts with the federal child and dependent care ¢reglitthe
state credit is subject to limitations based on total household incoh® maximum state credit

is $720 for om child and $1,440 for two or more children andesluced as income incress.

For tax year 201 the maximum amounts were reduced for taxpayers with total household
income over 33,720 so that a taxpayer with total household income ov&3%® received no
credit. The income level at which the maximum credit is reducedéséadfor inflation.

The state crediis allowed in two situations where child care expenses are not incuAed.
operator ofafamily day care home may claim the credit if they care for their own child under age
six, based on a deemed amount of expensemarried couple with a child less than one year of
age and filing a joint return is deemed to hthemaximum allowablexpenses for that child.

The credit was enacted in 1977. In 1989 the income thresholds were changed and indexed. The
credit wasextended in 1991 to operators of licensed family day care homes and in 1994 to
married couples with a child under age one. The 2001 federal chahggs increased the
amount of the creditvere adoptedh 2001and expire after tax year 2010In 2011 Mimesota
adopted the federal extension of those changes for tax years 2011 and 2012.

This credit was claimed on approximat8;500 returns filed for tax year 20.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $14,000,000 $14,000,000 $11,700,000 $11,700,000
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WORKING FAMILY CREDIT

Internal Revenue Code, Section 32
Minnesota Statutes, Section 290.0671

The Minnesota working family credit is a refundable credit against the individual income tax
allowed to taxpayers who are eligible for the federal earned income credit. To qtaify,
taxpayer (or spouse) must have income from wages or self employment, and total earned income
(or adjusted gross income, whichever is larger) cannot exceed a maximum amount. A taxpayer is
not eligible if investment income exceeds a specified amourithvisindexed for inflation and

is $3,150 for tax year 201.

Although the Minnesotaworking family credit uses the same eligibility requirements and
definitions as the federal earned income credit, the calculation of the state credit is separate. All
the dollar amounts in the calculation are indexed annually for inflation. The fofowin
calculations apply to tax year 20

u For a taxpayer with no children, 1.9125% of the fi&080 of earned incomeaeduced by
1.9125% of earned income or adjusted gross income, whichever is greater, in excess of
$7,590 The maximum credit isl#6. The credit is phased out by income oB&IQ.

u For a taxpayer with one child, 8.5% of the fir&,1®0 of earned income, plus 8.5% of
earned income over $B90but less than $,690 reduced by 5.73% of earned income or
adjusted gross income, whichevegigater, in excess of $B830. The maximum credit is
$927. The credit is phased out by income 85%99.

a For a taxpayer with two or more children, 10% of the fir2,$80 of earned income, plus
20% of earned income over $5%40 but less than 2,090, reduced by 10.3% of earned
income or adjusted gross income, whichever is greater, in excesg3&B3& The
maximum credit is $¥88. The credit is phased out by income 40889,

For tax year 201, the beginning and ending of the phase range isncreased by %080 for
marriedjoint returns.

The working family credit was first enacted in 1991 and was equal to 10% of the federal earned
income credit. The credit was increased several times, and federal changes were adapted.
1998 the credit wachanged from a percentage of the federal credit to a separate calculation. The
2001 federal changes were adopted, including a higher qlsange fomarriedjoint returns

which expiral after 2010. Minnesota did not adopt the 2009 federal chandgshwincreased the
phaseout range for marriegbint returns and the amount of the credit for three or more children
for 2009 and 2010.n 2011 Minnesota adopted the increased ploaseange for marriegbint

returns for tax year 2011 only.

The workingfamily credit was claimed on abo880,000 returns for tax year 20.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $201,100,000 $186,700,000 $188,600,000 $190,500,000
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CREDIT FOR K -12 EDUCATION EXPENSES
Minnesota Statutes, Section 290.0674

A refundable credit is allowed equal 76% ofeligible education expenses for a qualifying child
in kindergarten through grade 12. The maximum credit of $1j0@&3% the number of children in
kindergarten through grade iallowed tataxpayerswith total household income of $33,500 or
less. For taxpayers with one or two childrerhd maximum credit is phased out for household
income between $33,500 and $37,56@r taxpayers with more than two childreme tphaseut
range for the maximum credit is increased by $2,000 for each additional child.

Eligible expenses include fees or tuition for instruction outside the regular school day or school
year, such as tutoring and educational summer camps. Also eligible are costs required for the
regular school day for textbooks, instructional materials, teantbportation costs paid to others.
Private school tuition does not qualify for the credit, although it does qualify for the subtraction
(tem 172). Eligible expenses also include personal computer hardware and educational
software, limited to a maxiom of $200 per family.

This credit was enacted in 1997, effective beginning with tax year, E@@Bwas allowed for
taxpayers with income of $33,500 or le§$e phaseout of the maximum crediior income from
$33,500 to $37,50asenacted in 1999. 18001 the credit was reduced from 100% to 75% of
expenses.In 2005 the maximum credit and phasg range were increased for taxpayers with
more than two children.

This credit was claimed on abda#,000 returns for tax year 20.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $14,600,000 $14,400,000 $14,300,000 $13,900,000

CREDIT FOR MILITARY SERVICE IN A COMBAT ZONE

Minnesota Statutes, Section 290.0677

A refundable income tax credit is allowed to a Minnesota resident equaR@f& each month
or portion thereof for military service in a designated combat zone orad¢kgmated hazardous

duty area.

This credit was enacted in 2066$59 per montltretroactive to September 12, 200h. 2008 the
credit was increased to $120 per month, beginning with tax year 2009.

An estimated B00individuals benefit from thisredit each year.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $1900,000 $1900,000  $1900,000  $1,900,000
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JOB OPPORTUNITY BUILDING ZONE JOBS CREDIT

Minnesota Statutes, Sections 290.06, Subd. 29, and 469.318

A refundable credit is allowed against the individual income tax for a qualified business located
in aJob Opportunity Building Zone. The credit/i% ofthe increase in payroll since designation

of the zone for jobs paying more than $30,000. Starting in tax year 2005, the $30,000 is adjusted
annually for inflationand is $3,650for 2011

See Item 1.8 for a description of the Job Opportunity Building Zone program.

This credit was enacted in 2088d was last modified in 2006

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $700,000 $700,000 $700,000 $700,000

ENTERPRISE ZONE EMPLOYER TAX CREDITS
Minnesota Statutes, Section 469.171, Subd. 1(2) and Subd. 6(1)

Two refundable credits agairtsie income tax are available to employers in designated enterprise
zones. A credit of up to $3,000 annually is allowed for each additional worker employed in a
designated enterprise zone, other than workers employed in construction, and a credit of up to
$1,500 annually is allowed for each worker employed in the zone who does not qualify for the
$3,000 credit.

This provision was enacted in 1983. Zones other than border city zones axpieoé.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $200,000 $100,000 $100,000 $100,000
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CREDIT FOR BOVINE TUBERCULOSIS TESTING
Minnesota Statutes, Section 290.06, Subd. 33

A refundable income tax credit is allowed to an owner of cattle in Minndsotzertain costs
related to tuberculosis testing-or corporate filers and shareholdetr$Saorporationsthe credit
is equal t025% of the expenses incurred to conduct tuberculosis testing on those Eattlall
other filers, the credit is 50% sfichexpense. The expenses must beumedin a year in which
tuberculosis testing of cétin Minnesota is required by the federal government.

This credit was enacted in 2006 2008 the credit was reduced from 50% to 25% for corporate
filers and shareholders of S corporations, effective beginning in tax year 2008. U.S.
Departmentbf Agriculture determined that Minnesota was free of tuberculosis in October 2011.
Therefore, the credit will no longer apply, beginning in tax year 2012.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund * $0 $0 $0

RESEARCH AND DEVELOPMENT CREDIT
Minnesota Statutes, Section 290.068

A refundable credit is allowedlo a partner in a partnership and toslareholder in an S
corporation based on qualified expenditures for research and development performed solely
within Minnesota. The credit is calculated by the entity and then adtbtatthe partners or
shareholders. Expenditures include wages, dostigplies, computer costs, 65% of the contract
costs paid to others for doing research, and certain contributions to nonprofit organizations
engaged in research and development within Minnesota.

In most cases, the calculation of the credit starts vt B6f currentyear research expenditures.
Under an alternative method, the credit is based on the excess of -g@aentesearch

expenditures over a calculated base amoufhe credit is 10% of the first $2 million of
expenditures and 2.5% of the excessr $2 million.

This credit was enacted in 2010. Prior to 2010, a nonrefundable research and development credit

was allowed only to corporations.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $8,000,000  $8,000,000  $8,000,000  $8,000,000

*Less Than $50,000 74
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ANGEL INVESTMENT CR EDIT
Minnesota Statutes, Sect®?90.0692 and 116J.8737

A refundable credit is allowed to investors for investments in a small business, provided that the
investor or investment fund, the investment, and the small business eachspre#ited
requirements. The credit is equal to 25% of the qualifying investment. The maximum credit for a
tax year is $250,000 for a married couple filing a joint return and $125,000 for other filers.

A qualified investor is an individual who investsleast $10,000 in a calendar year. A qualified
investment fund is a pa$isrough entity that invests at least $30,000 in a calendar year. A small
business must have its headquarters and at least 51% of its employees and payroll in Minnesota.
It must hae fewer than 25 employees and be engaged in innovation in high technology or in
developing a new proprietary technology. Other requirements are specified.

The total amount of the credit is limited to $11 million for tax year 2010 and $12 million aer ye

for tax years 2011 through 2014. Credit certificates are approved and issued by the Department

of Empl oyment and Economic Security. Any port
can be carried forward to a subsequent tax year.

This credi was enacted in 2010 and is in effect for tax §284.0 through 2014.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $16,200,000 $12,000,000 $12,000,000 $12,000,000
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196 HISTORIC STRUCTURE REHABILITATION CREDIT

Minnesota Statutes, Sections 290.0681

A credit is allowed equal to tifederal credit for qualifying expenditures to rehabilitate a certified
historic structure. The federal credit is a nonrefundable income tax credit equal to 20% of the
gualifying expenditures. The state credit is a refundable credit equal to 20% ofattigirgu
expenditures and may be taken against the corporate franchise tax, individual income tax, or
insurance premiums tax. The state credit may be assigned to another taxpayer.

Qualifications for the credit are determined under the provisions ofo8et¥ of the Internal
Revenue Code. A historic structure must be either individually registered in the National
Register of Historic Places or certified by the Secretary of the Interior as having historic
significance and located in a registered histaliigtrict. Private residences are not eligible
because the structure must be used in a trade or business or be-pnoduténg property.
Rehabilitation expenditures must exceed the greater of $5,000 or the adjusted basis of the
building. Costs to acqudra building or to enlarge a building do not qualify.

The developer of the project must apply for the credit to the State Historic Preservation Office of
the Minnesota Historical Society before rehabilitation begins. The credit is allowed after the
application is approved and the project is completed.

A grant equal to 90% of the credit may be issued in lieu of the credit. Grants are not included in
the estimates because they are included in the state budget as direct expenditures.

This credit wagnacted in 2010, effective for construction contracts edteto after May 1,
2010. The provisions generally expire after fiscal year 2015.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund ~ -mememeememmeemeeeee- See Item 2.37 for estimates-----------------
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CHAPTER 2: CORPORATE FRANCHISE TAX

Collectionsand History

For fiscal year 201, net revenues from the corporate franchise tax we&2& ®illion. The proceeds from
the corporate franchise tax go into B@ate GaeralFund.

The Minnesotacorporate income tax was enacted in 1933, at the same time and at the same rates as the
individual income tax. Several changes have been made to the tax rate since 1933. Attimes it was a flat
rate; at others, a graduated rate schedule applied. Titemcrate of 9.8% has been in effect since 1990.

The bank excise tax was first enacted in 1941 at a rate of 8%. The bank excise tax was at a rate different
from the corporate income tax until 1973.

In 1987 the corporate income and bank excise taxes weptaced by the corporate franchise tax, and a
federal definition of income (federal taxable income) was adopted. Although the Minnedudadasw
conforms more closely to the federal, a number of modifications to federal taxable income still exist.

Tax Base

For purposes of this study, the tax base for the corporate franchise tax is defined to be income from all
sources less expenses that are reasonable and necessary to generate that income. Such reasonable and
necessary expenses are, thereforecansidered to be tax expenditures.

A tax expenditure is created when a type of income is excluded or when a deduction is allowed for
expenses other than those considered reasonable and necessary. For example, when depreciation
measures the actual dewiin the value of an asset during the tax year, it is a necessary business expense
and not a tax expenditure. However, when accelerated depreciation or expensing is allowed, the tax
benefit from deducting the portion that exceeds actual depreciatdaxsexpenditure.

Computation of the Tax
The computation of the corporate franchise tax for tax yeH2 B@enerallyas follows:

Income from all sources
minus:  federal exclusions
minus:  federal deductions
equals: federal taxable income
plus: Minnesota additions
minus:  Minnesota subtractions
equals: netincome
times: apportionment factor
equals: taxable net income
minus:  Minnesota deductions
equals: Minnesota taxable income
times: tax rate of 9.8%
equals: gross tax
minus:  nonrefundale credits
plus: alternative minimum tax
plus: minimum fee
equals: tax liability
minus:  refundable credit
equals: net corporate tax payable
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For most multistate corporations, income is apportioned to Minnéssted on a weighted thrésctor
formula which for tax year 202 is 3.5% of the Minnesota property rati8,5% of the Minnesota payroll
ratio, and93% of the Minnesota sales ratidl he weighting of the sales factor is increated96% for
2013and will be 100% in tax year 20%hd following

Since 1981 Minnesota has used a domestic unitary method of taxation. A group of corporations is
considered to be a unitary business when there is unity of ownership, operation, and use. Only domestic
corporationsthat is, those organized under United States federal or state law, are included in the unitary
group. The Minnesota taxable income of a corporation that is part of a unitary group is determined by
applying an apportionment formula to the combined netmecof the unitary business.

An alternative minimum tax on tax preference income is imposed to the extent that it exceeds the regular
liability. The alternative minimum tax is equal to 5.8% of Minnesota alternative minimum taxable
income.

In addition b the regulamandalternative minimum tax, a minimum fee is imposed, based on the sum of
the corporationés Minnesota property, payroll, an

Total Minnesota

Property, Payroll, and Sales Minimum Fee
Less than $500,000 $0
$500,000-  $999,999 $100

$1,000,000- $4,999,999 $300

$5,000,000- $9,999,999 $1,000
$10,000,000- $19,999,999 $2,000
$20,000,0000r more $5,000

The unrelated business income of exempt organizations is subject to the Miriagsolde unrelated
business income tax is based on the organizati o
additions to and subtractions from income which are applicable to other corporations.

Mining Occupation Tax

The occupation tax on tacéai and iron ore issimilar to the corporate franchise tax, with these
exceptions: the starting point is the mine value of iron ore or taconite concentrates mined or produced in
Minnesota; deductions allowed include only those expenses necessary to @mMVESh ore or taconite
concentrates to marketable quality; the unitary principle is not applicable; and percentage depletion is
allowed. Total occupation tax collections in fiscal yeatP@ere #3 million. The tax expenditures for

the occupation tasre not shown separately; they are included with the corporate franchise tax provisions.
Because percentage depletion does not apply to other corporations, the fiscal impact foBlegpl28

only to occupation tax filers.
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EXEMPT ORGANIZATIONS

2.01

CREDIT UNIONS

Internal Revenue Code, Section 501(c)(14)(A)
Minnesota Statutes, Section 290.05, Subd. 2

Credit unions organized and operated for mutual purposes and without profit or capital stock are
exempt from both state and federal income taxation. The estimates are based on the assumption
that credit unions would be taxed the same as similar finanst#ltions.

Credit unions have never been subject to the federal income tax and have been specifically
excluded from state income taxation since 1937. In 1981 Minnesota adopted the language found
in Subchapter F of the Internal Revenue Code whicmpi®numerous organizations, including
credit unions

In 2010there wer€el52 credit unions in Minnesota with approximatel$d6,000 members.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $2,300,000  $2,600,000  $3,300,000  $3,500,000

INSURANCE COMPANIES

Minnesota Statutes, Section 290.05, Subd. 1(c)

Insurance companies are axg from the corporate franchise tax.

The estimates assume that a credit would be allowed for Minnesota premiums tax paid because a
premiums taxcredit was allowed whethe corporate franchise tax was imposed on insurance
companies.

An exemption forll insurance companies was enacted in 2001. The broader exemption replaced
exemptionsenacted in 1989or insurance companies domiciled in retaliatory states fand

smaller mutual property and casualty companies.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $78,200,000 $81,100,000 $86,000,000 $91,200,000
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FEDERAL EXCLUSIONS

2.03

PERMANENT EXEMPTIONS FROM IMPUTED INTEREST RULES

Internal Revenue Code, Sections 483, 1274, and 1274A
MinnesotaStatutes, Section 290.01, Subd. 19

The Internal Revenue Code generally requires that debt instruments bear a market rate of interest
at least equal to the average rate on outstanding Treasury securities of comparable maturity. If
the instrument does ha market rate is imputed to it for tax purposes. The imputed interest must
be included in the income of the recipient and is deducted by the payer.

The exceptions to the imputed interest rules include debt associated with the sale of property
when he total sales price does not exceed $250,000. Debt instruments for amounts not exceeding
$2.8 million that are given in exchange for real property may not have imputed to them an interest

rate exceeding 9%. The $2.8 million maximum is indexed annwalinflation.

Imputed interest rulesere enacted in 1984. Permanerteptions to the rules weemacted in
1986and were last changed in 1997.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund * * * *

INVESTMENT INCOME ON LIFE INSURANCE AND ANNUITY CONTRACTS

Internal Revenue Code, Sections 72, 101, 7702, and 7702A
Minnesota Statutes, 8#on 290.01, Subd. 19

Investment income earned on life insurance and annuity contracts is not included in the
reci pientds gross income as it accumul ates.
what is commonly raetporedf iovastfméensi dac bmel
paid by the policyholder exceed the cost of insurance, the excess premiums are invested by the
company, and the investment income is credited to the policy.

If the policy is surrendered before the death of the policyholder, the excess of the cash surrender
value over the premiums paid is included in income. In this situation, the income is deferred
rather than excluded. Policy proceeds paid because of dtie afethe insured are excluded from

the gross income of a beneficiagndthe investment income is never taxed.

An annuity is an investment contract in which the owner makes a deposit in either a lump sum or
installment payments in exchange for regylayments for a lifetime or for a specified number of
years. The income is not included in the gross income of the owner as it accumulates if the
policyholder is a natural person. With certain exceptions, the deferral of investment income does
not appy when an annuity is held by a corporation.

*Less Than $50,000 80Q
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These exclusions have been in effect since 1933 and were last changed in 1997.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $7,300,000  $7,400,000  $7,600,000  $7,800,000

LIKE -KIND EXCHANGES

Internal Revenue Code, Section 1031
Minnesota Statutes, Section 290.01, Subd. 19

In general, the gain from the sale or exchange of property is recognized as income for tax
purposes. However, the gain from a lkied exchange isot recognized at the time of exchange

if both the relinquished and the received property are held for productive use in a trade or
business or for investment. The recognition of the gain is deferred until the received property is
sold or otherwise disped. In order for the gain to qualify for exclusion, the exchange must be
concluded within specified time limits. This provision does not cover stock in trade or other
property held primarily for sale, or stock, bonds, notes, or other securities.

Tax-free exchanges of likend property were allowed federally in 1921 and by Minnesota in
1933. These provisions were last amende&2DD8

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $5,600,000  $6,400,000  $7,300,000 $8,100,000

FEDERAL DEDUCTIONS

2.06

ACCELERATED DEPRECIATION

Internal Revenue Cod&gections 167 and 168
Minnesota Statutes, Section 290.01, Sul®ISubd.19¢(15), andSubd.19d(19)

A corporate taxpayer is allowed a deduction for the depreciation of machinery, equipment, and
structures used in a trade or business or held for the production of income equal to the deduction
allowed federally under the modified accelerated cost recaystgm (MACRS).

Under MACRS, machinery and equipment can be depreciated over three, five, seven, or ten
years, and the 200% declining balance method is used. The 150% declining balance method
applies to fifteenand twentyyear property. Straighine depreciation of 27.5 years is used for
residential rental property, and 39 years is used for nonresidential real property.

Conceptually the tax expenditure is the extent to which depreciation for tax purposes exceeds the
actual decline in value of tresset during the applicable tax year. For machinery and equipment,
the tax expenditure is measured as the difference between the current law depreciation schedule
and straightine depreciation over the period defined by the midpoint of the asset ddjareci

range (ADR) system that was in effect from 1971 to 1981. For structures, it is measured as the
difference between current law depreciation and strdiightdepreciation over forty years.
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For federal ta purposes, bonus depreciation has applied at various timegcent years, 50%
bonus depreciation has appliednew equipment placed in servide 2008, 2009, part of 2010,

and 2012. Bonus depreciation of 100% applied from September 9,tB0dilghDecember 31,

2011. The amount of the bonus depreciation is subtracted from the basis of the property in
computing the depreciation deduction for all years. For Minnesota tax purposes, 80% of the
bonus depreciatiois added back to taxable income in tivstfyear, with that amount subtracted

in equal parts over the next five years.

A depreciation deduction was part of the original Minnesataenacted in 1933. Accelerated
depreciation was first allowed through administrative practice by the federal government in 1946
and by law in 1954.Minnesota first enacted an accelerated depreciation provision in 1959. In
1987 Minnesota adopted MACRfacted as part of the federal Tax Reform Act of 19880%

bonus depreciation option was enacted federally in 20@Rin 2003 it was extended atie
percentage was increased to 50Bonus depreciation of 50% was enacted federally in 2008 and
2009. Bonus depreciation for 2010 through 2012 was enacted in 20lifnesota adopted the
federalbonus depreciatiorprovisions and, at the same time, enacted the addition for 80% of the
bonus depreciation in the first year and the subtraction of that amoequal parts over the
following five years.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $49,600,000 $48500,000 $80,300,000 $95,200,000

EXPENSING DEPRECIABLE BUSINESS PROPERTY

Internal Revenue Code, Section 179
Minnesota Statutes, Section 290.01, SubdSi®d.19¢(16), andsubd.19d(20)

A corporationmay elect to treat the cost of qualifying business property as an expense in the year
the property is placed in service. For Minnesota tax purposes, the maximum annual deduction is
$25,000. If thecorporationplaces more than $200,000 of qualifying pedy in service during

the year, the limitation is reduced by one dollar for each dollar that the cost exceeds $200,000.

For federal tax purposes, the maximum deduction and the limitation on total property placed in
service are higher for tax years B0irough 202. The maximum annual deduction 508,000

for 2010 and 2@.1 and is $19,000 for 202. The limitation of the total amount placed in service

is $2,000,000 for 200 and 2a.1 and $%0,000 for 202. For tax years 2006 through Z)B0%

of the difference between the amount of expensing allowed for federal and state tax purposes is
added back to taxable income on the Minnesota return, with that amount subtracted in equal parts
over the next five years.

This provision was adopted in 1982. Theximum deduction was increased in 1993 and 1996

In 2003 the amount of allowable expensing was temporarily increased for tax years 2003 through
2005, and Minnesota adopted those changes. In 2004 the increase was extended to tax years 2006
and 2007. Minasota adopted the extension of the increase and, at the same time, enacted the
addition equal to 80% of the increase, with that amount subtracted in equal parts over the next
five years. The federal limits have been extended and increased several timgsrariast
increased in 200.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $2,000,000 $13600,000 $12,0,000 $10,90,000
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EXCESS OFPERCENTAGE OVER COST DEPLETION
(MINING OCCUPATION TAX)

Internal Revenue Code, Sections 291, 611, 612, 613, and 613A
Minnesota Statutes, Section 298.01, Subd. 4c(a)(1)

Depletion allowances refer to the way in which investment costs are recovered for mining or
other extractive operations and may be taken for almost all exhaustible natural resources. For the
federal income tax, a corporation may choose either percenggpdetidn or cost depletion, but

only cost depletion is allowed for the Minnesota corporate franchise tax. However, percentage
depletion is allowed for the mining occupation tax on taconite and iron ore.

Cost depletion i s ba themopatynandihisemilar ta depreciatomi®is b a s i

application. Percentage depletion is based on a percentage of the gross income received from the

extractive operation and hasThe extessl ef peredntagei ons h

depletbn over cost depletion is considered a tax expenditure.

For the federal income tax, a deduction for cost depletion was first allowed in 1913, and
percentage depletion was first allowed as an option in 1926. Percentage depletion has never been
allowed for the Minnesota corporate franchise tax. In 1989 pegmedepletion was enactéat

the mining occupation taand wadast changeéin 1997.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $7,400,000  $7,400,000  $7,800,000  $8,100,000

EXPENSING AND AMORTIZATION OF BUSINESSSTART-UP COSTS

Internal Revenue Code, Sections 195 and 248
Minnesota Statutes, Section 290.01, Subd. 19

A taxpayer may elect tdeduct up to $5,000 of starp expenditures in the taxable year in which
the active trade or business begins. The $5,000 is reducedfdolttilar by the amount by
which total stardup costs exceed $50,000. Any sigot expenditures not deducted che
amortized over fifteen years.

Minnesota first adopted the deduction for organizational expenses in 1955, and the deduction for
startup costs was added in 1980Qhe current provisions were enacted in 2004. In 2010 the
$5,000 was increased to $10008nd the $50,000 was increased to $60,000 for tax year 2010
only.

Fiscal Year Impact
2012 2013 2014 2015

State General Ful $100,000 $100,000 $100,000 $100,000
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2.10 EXPENSING OF RESEARCH AND DEVELOPMENT COSTS

Internal Revenue Code, Section 174
Minnesota Statutes, Section 290.01, Subd. 19 and Subd.3)9d(1

Generally, expenses incurred in creating or developing an asset must be capitalized, with recovery
occurring over the life of the asset or at the time of sale. However, a corporation may elect to
deduct as an expense in the current tax year all quatdsehrch and development costs. |If the
asset resulting from the research or development expenditures has no determinable useful life
(such as is the case with a process or a formula), then the taxpayer may alternatively elect to
amortize the costs over niess than sixty months.

Section 174 was enacted in 1954 and was last changed in 1989.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $12,300,000 $16,200,000 $19,300,000 $21,8)0,000

N
[EEN
[EEN

EXPENSING FOR REMOVAL OF BARRIERS TO THE
HANDICAPPED AND ELDERLY

Internal Revenue Code, Section 190
Minnesota Statutes, Section 290.01, Subd. 19

In general, aimmprovement to a depreciable asset is treated as a capital expenditure, and the cost
is recovered using the appropriate depreciation deduction. However, Section 190 allows a
corporation to expense up to $15,000 of the costs incurred in a single yesanéwsing physical
barriers to the handicapped or elderly in qualified facilities or public transportation vehicles.
Qualified expenses exceeding $15,000 must be capitalized.

This provision does not apply to construction of a new facility or vehicle @& tomplete
renovation of an existing facility. A qualified facility includes any or all portions of a building
structure, equipment, road, walkway, parking lot, or similar property. A vehicle qualifies if it is
owned or leased by the taxpayer and presittansportation services to the public.

Section 190 was enacted in 1976 as a temporary provision and was made permanent in 1986. The
current maximum amount was enacted in 1990.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $100,000 $100,000 $100,000 $100,000
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EXPENSING OF EXPLORATION AND DEVELOPMENT COSTS

Internal Revenue Code, Sect®b6,57(2), 263, 291, 616, 617, and 1254
Minnesota Statutes, Section 290.01, Subd. 19

Generally, amounts paid for permanent improvements or betterments to ipouosoeing
property are not deductible asirrent year expenses but are capitalized and recovered through
depreciation or depletion. However, currgatr expensing is allowed for items such as labor,
fuel repairs, and site preparation costs incurrent in the exploration and development a4, oil, g
other fuel, and nofuel mineral deposits. Expensing is allowed only for domestic properties.

Expensing okexploration and development costs for all minerals was first allowed by Minnesota
in 1967 Prior to 1987, Minnesota allowed this expensingictézh for minerals but not for oil

and gas. In 1987 Minnesota conformed to the federal treatment for all the types of deposits
mentioned by adopting federal taxable income as the starting point for the tax.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $1,500,000 $1,600,000 $1,600,000 $1,600,000

EXPENSING FOR ENERGY-EFFICIENT COMMERCIAL BUILDING PROPERTY

Internal Revenue Code, Section 179D
Minnesota Statutes, Section 290.01, Subd. 19

In general, improvements to a building are treated as capital expenditures, and costs are recovered
using the appropria depreciation deduction. However, Section 179D provides a cyeant
deduction for all or part of the cost of enesfficient improvements to commercial building
property. The deduction is the cost of eneefficient commercial building property ated in

service during the tax year. The deduction is limited to the product of $1.80 times the square
footage of the building, with that product reduced by the deductions claimed for -efiécggnt
commercial building property in prior tax years. Thesis of the property is reduced by the
amount deducted.

Expenditures must meet several requirements in order to qualify for the deduction. In general, the
property must reduce the total annual ener gy
ventilation, hot water, and interior lighting systems b$50r more. The taxpayer must receive
certification from a professional engineer or contractor before the deduction may be claimed.

This deduction was enacted as a temporary provision in 2005 and was extended in 2006 and
2008. It expires after tax ye2d13.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $300,000 $300,000 $300,000 $0
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2.14

N
=
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CASH ACCOUNTING AND EXPENSING FOR AGRICULTURE

Internal Revenue Code, Sections 162, 175, 486,447,448, 461, 464, and 465
Minnesota Statutes, Section 290.01, Subd. 19

Family farm corporations ar&élowed to use cash accounting rather than the accrual system for
income tax purposes if their annual gross receipts are $25 million or less. Therefore, costs
attributable to goods not yet sold may be deducted in the current year.

A farm corporation ma deduct certain expenditures made during the tax year rather than
capitalize them. Qualifying expenditures include soil and water conservation expenses, the
purchase and application of fertilizer, or costs associated with raising dairy and breedng cattl

Certain agricultural corporations have been allowed to use the cash accounting system for tax
purposes since 1933. Minnesota began allowing the expensing of capital outlays in 1955. In 1987
cash accounting was repealed for farms with annual grosipte over $25 million.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $100,000 $100,000 $100,000 $100,000

EXPENSING OF MULTIPERIOD TIMBER GROWING COSTS

Internal Revenue Code, Section 263A(c)(5)
Minnesota Statutes, Section 290.01, Subd. 19

Timber growers are allowed to deduct in the current year esstsciated with maintaining a

timber stand after it is established. The costs include disease and pest control, brush clearing, and
property taxes. This exception to the capitalization rules applies to the costs incurred in raising,
growing, or harvestig trees other than trees bearing fruit, nuts, or other crops, or ornamental
trees.

These costs have always been allowed to be expensed. When the uniform capitalization rules
were adopted as part of the Tax Reform Act of 1986, an exception was allovtietbizr.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $600,000 $600,000 $700,000 $700,000
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AMORTIZATION AND EXPENSING O F REFORESTATION EXPENSES

Internal Revenue Code, Section 194
Minnesota Statutes, Section 290.01, Subd. 19

Under uniform capitalization rules, production costs are capitalized (added to basis) and deducted
when the product is sold. Howev&ection 194 allows a corporation to deduct up to $10,000 of
reforestation expenditures incurred for each qualified timpeperty in any tax year.
Expenditures exceeding $10,000 may be amortized over 84 months. Qualifying expenditures
include only direct costs, such as for site preparation, seed or seedlings, and labor and tools.

Section 194 was enacted in8D9

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $1,100,000 $1,100,000 $1,100,000 $1,100,000

SPECIAL RUL ES FOR MINING RECLAMATION RESERVES

Internal Revenue Code, Section 468
Minnesota Statutes, Section 290.01, Subd. 19

In general, expenses that will be incurred in the future may not be claimed as a current deduction.
An exception is provided for mining and solid wadieposal sitereclamation costs which are
incurred in order to comply with a federal, state, or loaal, las specified. A deduction may be
taken in the current year for the estimated future reclamation or closing costs attributable to
production or mining activity during the taxable year. A bookkeeping reserve must be maintained
for tax purposes so thawhen reclamation or closing costs are actually incurred, they can be
compared to the deductions taken. Any excess of the reserve, including interest, over actual
costs must be included in income at that time.

Section 468 was enacted in 1984 and was ¢dhanged in 1986. Minnesota first adopted this
provision for corporate tax purposes in 1987.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $100,000 $100,000 $100,000 $100,000
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2.18

CASH ACCOUNTING OTHER THAN AGRICULTURE

Internal Revenue Code, Sections 44 448
Minnesota Statutes, Section 290.01, Subd. 19

Section 446 of the Internal Revenue Code allows a taxpayer to choose the cash method of

accounting instead of the accrual method. The accrual method is considered a better measure of
currentyear inome and expenses because it takes into account the income of receivables. This

tax expenditure is the difference in net income measured by accrual accounting and cash

accounting.

A corporation may use cash accounting only if it has average annuategeggs of $0 million

or less or is a qualified personal service corporation. A qualified personal service corporation is
an employe®wned service business in the fields of health, law, engineering, architecture,
accounting, actuarial science, perfamgarts, or consulting.

Cash accounting has been permitted since 1933. Prior to the 1986 federal changes which were
adopted by Minnesota in 1987, cash accounting could be used by any corporation that did not
maintain an inventory.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund * * * *

INSTALLMENT SALES

Internal Revenue Code, Sections 458 453A
Minnesota Statutes, Section 290.01, Subd. 19

In general, the gain or loss from the sale of property is recognized in the year of the sale. An
exception is the installment method which may be used to report gains if at least one payment is
recaved in a tax year later than the year of sale. The installment method can be used only by
taxpayers who do not regularly deal in the property being sold, and gross profit is prorated over
the period in which payments are received. The tax expendittine difference between what

tax liability would be under yeasf-sale reporting and installment reporting.

The installment method was first enacted in 1933. In 1986 the installment method was eliminated
for revolving credit sales of personal propedyd sales of property regularly traded on an
established market, such as stocks or securities. In 1987 the installment method was repealed for
dealer sales of both real and personal property. In 1999 the use of installment sales was
restricted, but thatestriction was repealed retroactively in 2000.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $11,500,000 $15,700,000 $16,200,000 $16,500,000
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COMPLETED CONTRACT RULES

Internal Revenue Code, Section 460
MinnesotaStatutes, Section 290.01, Subd. 19

Some taxpayers with contracts extending for more than one year are allowed to report some or all
of the profit on the contracts under special accounting rules. Infrome longterm contract is
reported only when the contract is completed, and costs allocable to the contract are deducted at
that time. However, many indirect costs may be deducted in the year paid or incurred. Without
these special rules, indirect costaild be deducted only when the income is reported.

The completed contract method is allowed for home construction contracts and for other
construction contracts if they are no | onger
average annual grossaeipts for the three preceding years do not exceed $10 million.

The completed contract method was first allowed federally in 1918 and by Minnesota in 1933.
The rules for longerm contracts were codified in the federal Tax Reform Act of 1986, and
restrictions were placed dheiruse. This provision was last changed in 1997.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $2,000,000  $2,100,000  $2,100,000  $2,200,000

CHARITABLE CONTRIBUTIONS

Internal Revenue Code, Sections 170 and 642(c)
Minnesota Statutes, Section 290.01, Subd. 19

A deduction is allowed for contributions made dmanizations that are charitable, religious,
scientific, literary, artistic, or educational in purpose. A corporation can deduct up to 10% of
taxable income, with some adjustments. Excess contributions may be carried forward for up to
five years.

Minnesota enacted a charitable deduction in 1933. In 2001 the Minnesota charitable contribution
deduction was repealed, and the federal deduction was adopted.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $9,200,000  $9,500,000  $9,800,000 $10,100,000
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2.2

EMPLOYEE STOCK OWNERSHIP PLANS

Internal Revenue Code, Sectigtil(a)(28), 404(a)(9) and (k), 415(c)(6), and 1042
Minnesota Statutes, Secti@f0.01, Subdl9

An employee stock ownership plan (ESOP) is a qualified stock bonus plan or a combination of a
stock bonus ad a money purchase pension plan under which-axampt trust holds employer
stock for the benefit of the employees. The stock may be acquired through direct employer
contributions or with the proceeds of a loan to the trust.

Employer contributions to an ESOP are deductible. An employer is allowed to deduct dividends
paid to an ESOP and dividends used to make payments on ESOP loamecofméionof gain

from the sale of qualified stock to an employee organization mayfegettif certain conditions

are met. After the sale is completed, the ESOP must own at least 30% of the company stock.

The federal provisions were enacted in 1974 and were amended by the 1986 Tax Reform Act.
Minnesota adopted the dividend deduction #manonrecognition of gain on stock sales in 1984.
These provision were last change@001

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $3,100,000  $3,400,000  $3,600,000  $3,900,000

CAPITAL CONSTRUCTION FUNDS OF SHIPPING COMPANIES

Internal Revenue Code, Section 7518
Minnesota Statutes, Section 290.01, Subd. 19

Tax incentives ar@rovided to shipping companies which own or lease vessels operating in the
foreign or domestic commerce of the United States or in United States fisheries.

If the taxpayer enters into an agreement with the appropriate federal agency, deposits ih a capita
construction fund may be deducted from taxable income up to the portion of taxable income
attributable to the operation of the vessel covered by the agreement. Earnings on the fund, which
also may inalde nondeductible deposits, are exempt from taxatiovithdrawals from the fund

are not taxable if they are used to acquire, construct, lease, or pay off the indebtedness on a
qualifying vessel.

The special tax treatment began with the 1936 Merchant Marine Act and was expanded
significantly in 1970. The provisions were modified and codified in the federal Tax Reform Act
of 1986. Minnesota first adopted these provisions in 1987.

Fiscal Year Impact
2012 2013 2014 2015

StateGeneral Fund * * * *
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APPORTIONMENT

2.2

WEIGHTED APPORTIONMENT

Minnesota Statutes, Section 290.191

Until tax year 2014, anulti-state corporation must use a thfaetor formula to apportion its net
income to Minnesota. Net income is apportioned to Minnesota based on a weighted formula
which for tax year 2042 is the sum 0f3.5% of the Minnesota property rati8,5% of the payroll

ratio, and93% of the sales ratio.For tax year 2013, the property and payroll factors are each 2%
and the sales factor is 96%he weighting of the sales facterl00%beginningin tax year 2014.

The fiscal impact of the tax expenditure is measured by comparing the weighted formula to the
average of the Minnesota property, payroll, and sales ratios. Some corporations pay a lower tax
under the weighted formula; otheraypmore. The estimates measure the net impact of the
weighted formula compared to the averagio formula for all corporations. They show the
extent to which the benefits of the weighted formula for some corporations exceed the benefits of
the averageatio formula for other corporations.

In 1939 manufacturing firms were allowed the option of choosing between the waeigtited
formula and the averagatio formula, and the option was extended to all firms in 1953. The
averageratio option was repealein 1987. The percentages in the weighted formula were 15%
property, 15% payroll, and 70% sales until they were changed to 12.5%, 12.5%, and 75% in
1999, effective for tax years beginning after December 31, 2000. In 2005 the law was changed to
increasethe 75% sales factor to 100% over eight years, beginning in 2007, with corresponding
decreases in the property and payroll factors

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $252700,000 $259800,000 $279800,000 $302500,000

THROWBACK SALES
Minnesota Statutes, Section 290.191, Subd. 5

The sales factor in the thréactor apportionment formula is determined by the destination of the
sales. If a corporation with property and payroll in Minnesota makes sales from Minnesota to a
customer in a state imhich it has no nexus and is therefanet taxable, the sales are not
attributed anywhere. The Multistate Tax Compact and the tax laws of many states address this
issue with a throwback rule. The throwback rule requires that a sale be thrown back to the state
of origin if the selling corpottéon is not taxable in the state of the purchaser. Sales to the federal
government are also throwsackto the state of origin due tihe difficulty in determining the
destination of the sales.

Minnesota has no throwback rule. Therefore, the apporgahfiactor and taxable income are
lower for some corporations than would occur under a throwback rule. For example, a
corporation with 100% of its property and payroll in Minnesota and 10% of its sales in Minnesota
has an apportionment factor 8% whenthe sales factor is weighted Hd0% but would have a
factor of 100% under the throwback rule. The 086 of income is not apportioned anywhere.
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Prior to 1973 Minnesotased an origirof-sale basis for corporate apportionment. In 1973, when
Minnesota switched to a destination sale basis, throwback was not adopted. This provision was
changed last in 1987.The weighting of the sales factor in the apportionment formula wa
increased fim 70% to 75% in 1999, and in 2005 it was increased to 100% over eight years (ltem
2.24).

Fiscal Year Impact
2012 2013 2014 2015

State Generdfund $33,400,000 $33900,000 $36,900,000 $39,400,000

SINGLE-FACTOR APPORTIONMENT FOR MAIL ORDER COMPANIES
Minnesota Statutes, Section 290.191, Subd. 4

A corporation which consistexclusively of selling tangible personal property and servates

retail by mail, telephone, facsimile, or other electronic media and has at least 99% of its property
and 99% of its payroll in Minnesota may apportion its income to Minnesota based otilg on t
percentage of sales delivered in Minnesota. Without this provision, the business would use the
weighted apportionment formula (Item 2)2 The property and payroll at a distribution center
outside Minnesota are disregarded in meeting the 99% propettpayroll requirements if the

sole activity at the distribution center is filling orders and no solicitation of orders occurs there.

This provision was enacted in 1985 and was last chang&@Di Beginning with tax year 2014,
the apportionment formalfor al corporations is based only on sales delivered in Minnesota.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund * * * $0

MINNESOTA SUBTRACTIONS

2.2

DIVIDEND RECEIVED DEDUCTION
Minnesota Statutes, Section 290.21, Subd. 4

In computing Minnesota taxable income, a corporation &add& the federal dividend received
deduction and determines a separate Minnesota dividend received deduction which is subtracted
after income is apportioned. The deduction is 80% of the dividends received from another
corporation if the recipient owns 208 more of the stock of the paying corporation, and it is
70% if the recipient owns less than 20%. Under certain circumstances, including reorganization,
the deduction can be 100%. The dividends are deductible only to the extent they are included in
Minnesota taxable net income which is after apportionment. Therefore, if income is apportioned,
the dividends must also be apportioned.

*LessThan$50,000 92
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The dividendreceived deduction is not allowed if the corporate stock is included in the inventory
of the taxpayer corporatioif the corporation holds the stock primarily for sale to customers in
the ordinary course of business if the business of the corporationnsists mainly of holding

the stocks and collecting income and gains from them.

The deduction of the deemed dividends from a foreign operating corporatiestimated
separatelyn ltem 2.2.

The dividend received deduction was enacted in 194Fajor changes were made to this
provision in 1987 and 1988nd it was last changed in 1989

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $122400,000 $118700,000 $120400,000 $124,600,000

FOREIGN SOURCE ROYALTIES

Minnesota Statutes, Sections 290.01, Subd. 19d4h@)290.191, Subd. 5(a)(6)

A subtraction from federal taxable incomeabowed for 80% of royalties, fees, or other like
income received from a foreign operating corporation or a foreign corporation which is part of the
same unitary business as the receiving corporatiom.qualify, the income from the payments
must be fronsources outside the United States, as defined under the Internal R€oeeue

A deduction for foreign source royalties was first enacted in 1984, and the current provisions
were enacted in 1988. Qualifications for foreign operating corporations weliieddn 2005.
In 2008 the subtraction was limited to payments from sources outside the United States.

Approximately 2,200 corporations take this subtraction.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $87,100,000 $83,100,000 $83500,000 $86,400,000
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2.9

FOREIGN OPERATING CORPORATIONS

Minnesota Statutes, Sections 290.01, Subd. 6b and Subd. 12901}7, Subd. 4(ffi), and
290.21, Subd. 4

A foreign operating corporation is a domestic corporation that is part of a unitary group having at
least one member taxable Minnesota To qualify, at least 80% of its gross income from all
sources must be active foreign business income or it musihaalél election under Section 936

of the Internal Revenue CodeA corporation that is either a foreign sales corporationror a
interest charge domestic international sales corporation under the Internal R€werueannot

be a foreign operating corporation.

The adjusted net income of a foreign operating corporation is deemed to be paid as a dividend to
its shareholders the unitary group and the deemed dividend is eligible for 8@ dividend
received deduction. Dividends actually paid by a foreign operating corporation to a corporate
shareholder which is a member of the same unitary group are eliminated from the met afico

the unitary business. A foreign operating corporation is not required to file a Minnesota return,
and its apportionment factors are not included in the apportionment factors of the unitary
business.

These provisions were enacted in 19&®veralchanges were made to these provisions in 2008,
including the definition of a foreign operating corporation.

Approximately I5 unitary group$enefit from these provisions.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $28,800,000 $28100,000 $29,100,000 $30,700,000

JOB OPPORTUNITY BUILDING ZONE INCOME
Minnesota Statutes, Sections 290.01, S@8dand 469.317

A subtraction from taxable net income (after apportionment) is allowedetoncome from the
operation of a qualified business in a designated Job Opportunity Building Zone.

Ten Job Opportunity Building Zondsmve beemesignated byhe Commissioneof Employment

and Economic Development, effective January 1, 2004. The maximum duration of a zone is
generallytwelve years Zones must be outside the sexmnty metropolitan areand ech zone

may contain up to 5,000 acres and can be divided into separate noncontiguous subzones. Also
included in the program are up to five Agricultural Processing Facility Zones.

These provisions were enacted in 2608 were last modified in 2006

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $6,200,00 $6,300,000 $7,000,000 $7,800,000
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Minnesota Statutes, Section 290.491

Corporatd-ranchise Tax
Minnesota Subtractions

A taxpayer may subtract from federal taxable income the income realized on a sale or exchange
of farm property if the taxpayer is insolvent at the time of the sale and the proceeds are used
solely to discharge indebtedness of the property sold. The amount of the subtraction is limited to

the excess of t he

t ax pay ehe ansount of anp debt fotgiveeess o v e r

excluded from income under Section 108 of the Internal Revenue Code.

This provision was enacted in 1985.
retroactive to tax year 1987.

It was repealed in 1987 but wasacted in 1988,

Fiscal Year Impact

2012 2013 2014 2015

State General Fund

CREDITS

* * *

2.2 RESEARCH AND DEVELOPMENT CREDIT

Minnesota Statutes, Section 290.068

A refundable credit is allowed based on qualified expenditures for research and development
performed solely within Minnesota. Expenditures include wages, costs of supplies, computer
costs, 65% of contract costs painl others for doing research, and certain contributions to
nonprofit organizations engaged in research and development within Minnesota.

In most cases, the calculation of the credit starts with 50% of ctyeantresearch expenditures.
Under an alternative method, the credit is based on the excess of cyea@ntresearch
expenditures over a calculated base amodirtie credit is 10% of the first $2 million of the
expenditures and 2.5% of the excess over $2 million.

The research and developrmeredit was enacted in 1981. In 2010 the credit was changed from a
nonrefundable credit to a refundable credit and the percent of the credit on the first $2 million

was increased from 5% to 10%.

Fiscal Year Impact

2012 2013 2014 2015
State General Fund $58,800,000 $61,200,000 $63,600,000 $66,200,000
*Less Than $50,000 95
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2.3

EMPLOYER TRANSIT PASS CREDIT
Minnesota Statutes, Section 290.06, Subd. 28

A nonrefundable credit is allowed against the corporate franchise tax equal to 30% of the expense
incurred by the taxpayertogpivi de transit passes to the taxpa:
must be for use in Minnesota. If the employer purchases the transit passes from the transit system

and resells them to the employees, the expenses used for the credit are the difttwezaethe

amount the employer paid for passes and the amount charged to employees.

This credit was enacted in 2000.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $1,000,000  $1,000,000  $1,000,000  $1,000,000

JOB OPPORTUNITY BUILDING ZONE JOBS CREDIT

Minnesota Statutes, Sections 290.06, Subd. 29, and 469.318

A refundable credit is allowed againbe corporate franchise tax faiqualified business located

in a Job Opportunity Building Zone. The credi7® ofthe increase in payroll since designation
of the zone for jobs paying more than $30,000. Starting in tax year 2005, the $30,00Qés adjus
annually for inflationand is $35,650 for 2011

See Item A0for a description of the Job Opportunity Building Zone program.

This credit was enacted in 2088d was last modified in 2006

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $1,100,00 $1,100,00 $1,100,000 $1,100,000
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ENTERPRISE ZONE EMPLOYER TAX CREDITS

Minnesota Statutes, Section 469.171, Subd. 1(2) and Subd. 6(1)

Two refundable credits against the corporate franchise tax are available to employers in
designated emtprise zones. A credit of up to $3,000 annually is allowed for each additional
worker employed in a designated enterprise zone, other than workers employed in construction,
and a credit of up to $1,500 annually is allowed for each worker employedzarteevho does

not qualify for the $3,000 credit.

These credits were enacted in 1983. Zones other than border city zonesiaxiH@gl

Fiscal Year Impact
2012 2013 2014 2015

State General Fund * * * *

CREDIT FOR BOVINE TUBERCULOSIS TESTING
Minnesota Statutes, Section 290.06, Subd. 33

A refundable corporate franchise tax credit is allowed to an owner of cattle in Minnesota for
certain costs related to tuberculosis testing. For corporate filers and shareholders of S
corporations, the credits is equal to 25% of the expenses incurreddoat tuberculosis testing

on those cattle. For all other filers, the credit is 50% of expenses. The expenses must be incurred
in a year in which tuberculosis testing of cattle in Minnesota is required by the federal
government.

This credit was enaed in 2006. In 2008 the credit was reduced from 50% to 25% for corporate
filers and shareholders of S corporations, effective beginning in tax year 2009. The U.S.
Department of Agriculture determined that Minnesota was free of tuberculosis in Octaier 20
Therefore, the credit will no longer apply, beginning in tax year 2012.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund * $0 $0 $0
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2.37 HISTORIC STRUCTURE REHABILITATION CREDIT

Minnesota Statutes, Section 290.0681

A credit is allowed equal to tifederal credit for qualifying expenditures to rehabilitate a certified
historic structure. The federal credit is a nonrefundable income tax credit equal to 20% of the
gualifying expenditures. The state credit is a refundable credit equal to 20% ofattigirgu
expenditures and may be taken against the corporate franchise tax, individual income tax, or
insurance premiums tax. The state credit may be assigned to another taxpayer.

Qualifications for the credit are determined under the provisions ofo8et¢# of the Internal
Revenue Code. A historic structure must be either individually registered in the National
Register of Historic Places or certified by the Secretary of the Interior as having historic
significance and located in a registered histaliigtrict. Private residences are not eligible
because the structure must be used in a trade or business or be-pnoduténg property.
Rehabilitation expenditures must exceed the greater of $5,000 or the adjusted basis of the
building. Costs to acqudra building or to enlarge a building do not qualify.

The developer of the project must apply for the credit to the State Historic Preservation Office of
the Minnesota Historical Society before rehabilitation begins. The credit is allowed after the
application is approved and the project is completed.

A grant equal to 90% of the credit may be issued in lieu of the credit. Grants are not included in
the estimates because they are included in the state budget as direct expenditures.

This credit was enaetl in 2010, effective for construction contracts esdento after May 1,
2010. The provisions generally expire after fiscal year 2015.

Note: The estimates shown here are the total projected credits to be claimed against the corporate
franchise taxthe individual income tax, and the insurance premiums tax.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $9,800,00 $17,400,00 $9,100,000 $21,100,000
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CHAPTER 3: ESTATE TAX

Collections and History

Revenues from the Minnesota estate tax wé6d #illion in fiscal year 2@1. All revenues from this tax
go into theState GeneralFund.

In 1905 a tax on the estates of decedents was first enacted in Minnesota in the form of an inheritance tax.
Minnesota had an inheritance tax until 1979 when it was repealed and an estate tax was adopted. The
inheritance tax &s imposed on each individual who received property from an estate, and the amount of
tax depended upon the amount of property received and the relationship of the recipient to the decedent.
The estate tax is imposed on the taxable estate before itrisudesd.

Minnesota had a gift tax from 1937 until it was repealed in 19@nesota does not have a generation
skipping transfer tax.

In 1985 the computation of the Minnesota estate tax was changed to equal the Mipoggwotaof the

feder al tax credit for stp@teMxhésaeid did ndt adeptthe feddrat o wn 2
changse made to the estate tax in 2001. The state tax is equal to the maximum credit for state death taxes
allowed under pr001 faleral law.

Tax Base

The tax base for the estate tax is defined for this study as the net estate transferred. It is gross estate less
administrative costs and other necessary and reasonable expenses paid before the estate is distributed.
Therefore, a ta expenditure is created when a certain component of the estate is exempted or excluded
because of its source or when a distribution is deducted from taxable estate because of the identity of the
recipient. Preferential valuations are also consideredxpanditures.

Computation of the Tax

An estate tax return must be fil ed$limiliont hthe deced
Minnesota estate tax is equal to the Minnesota portion of the maximum federal credit for state death taxes
under pre2001 federal laywhich is computed as follows:

Gross estate
minus:  federal exclusions
equals: federal gross estate
minus: federal exemptions and deductions
equals: federal taxable estate
minus:  $60,000
equals: federal adjusted taxable estate
times: graduated rates (0.8% to 16%)
equals: maximum credit for state death taxes
times:  proportion of Minnesota gross estate to federal gross estate
equals: Minnesota estate tax
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Estate Tax

PREFERENTIAL VALUATION

3.01 SPECIAL USE VALUATION
Internal Revenue Code, Section 2032A
Minnesota Statutes, Section 291.03
Property is generally included in an estate at its fair market value on the date of death. Fair
mar ket value is a propertyos v alealmopdtasheld on it
is used in a farm or other closéigld business may be valued at its farm or business use value,
even though it is less than the market value. Specified tbomglimust be met in order to qualify
for this treatment The decrease in value cannot be more than a specified amount which is
indexed for inflation and is1$040,000for deaths in 202. The estimates measure the difference
between tax liability usindhe fair market value and the special use valuation.
The special use valwuation option was included
1979. In 1985 Minnesota adopted this provision through the federalipitax.
Fiscal Year Impact
2012 2013 2014 2015
State General Fund $400,000 $400,000 $400,000 $400,000
EXCLUSIONS
3.02 LIFE INSURANCE PROCEEDS

Internal Revenue Code, Section 2042
Minnesota Statutes, Section 291.03

In general, life insurance proceeds payable to an estate or to any beneficiaries are included in
gross est@. However, the proceeds payable to a beneficiary may be excluded from gross estate

if the decedent had forfeited the right to any benefit from or control over the policy. To qualify

for the exclusion, the decedent mast have possessexhy of the inddents of ownership in the

policy at the time of death. The incidents of ownership include the power to change the
beneficiary, the power to cancel or surrender the policy, the power to obtain a loan against the
policy or to use the policy as collateralnd t he right to any of the po

The estimates do not include death benefits paid to a spouse because such benefits would also
comeunder the marital deduction (Item 8)0

This provision was originally enacted in 1951 underitteritance tax and was carried over to
the estate tax in 1979. Minnesota adopted the federal provision in 1985.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $16,300,000 $18,000,000 $19,800,000 $21,900,000

10C



Estate Tax

3.8 SOCIAL SECURITY BENEFITS

Revenue Rulings 587 and 67277
MinnesotaStatutes, Section 291.03

Social security lump sum death benefits which are paid to surviving spouses and dependents are
exempt from the Minnesota estate tax. The amount of the lump sum benefit is fixed at $255.

This exemption was enacted in 1963 unitie inheritance tax laws and was carried over to the
estate tax without change when the inheritance tax was repealed in 1979. In 1985 Minnesota
adopted this provision through the federal pigktax.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund * * * *

DEDUCTIONS
3.04 MARITAL DEDUCTION

Internal Revenue Code, Section 2056
Minnesota Statutes, Section 291.03

The net value of all property passing from a decedent to a surviving spouse may be deducted
from gross estate. The net value of the property is the gadss reduced by the amount of
exemptions and deductions associated with the property being passed to the spouse.

A $10,000 marital deduction for the inheritance tax was enacted in 1911. In 1979, when the
inheritance tax was repealed, the marital dedoavas continued for estate tax purposes, with a
maximum deduction of $250,000 or ehalf the adjusted gross estate, whichever was greater.
An unlimited marital deduction was enacted in 1981. In 1985 Minnesota adopted the federal

provision.
Fiscal Year Impact
2012 2013 2014 2015
State General Fund $137,100,000 $136,200,000 $143,800,000 $151,400,000

*Less Than $50,000 101
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3.06 CHARITABLE GIFTS

Internal Revenue Code, Section 2055
Minnesota Statutes, Section 291.03

Charitable gifts to certain organizations may be deducted from gross estate. Qualifying
recipiens include charitable, scientific, literary, educational, and religious organizations and
federal, state, and local governments.

An inheritance tax exemption for charitable gifts was enacted in 1911. In 1985 Minnesota
adopted the federal deduction foracitable gifts.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $21,200,000 $21,100,000 $22,200,000 $23,400,000

FARM AND SMALL BUSINESS PROPERTY
Minnesota Statutes, Sections 291.005, Subd. (4)(ii) and 291.03, Subd. 9 and 10

A deduction from adjusted taxable estate is allowed for the value of qualified farm property and
gualified small business propertyhe deduction cannot exceed $4 million.

To qualify, the decedent must have continuously owned the property for theydlareperiod

prior to death, and a family member must use the property in the operation of the trade or
business for three years after the death of the decedent. For faremtyrdipe property must

have been classified as the decedent6és agricu
small business property, the gross annual sales must have been $10 million or less and the
decedent or t he dec ediayparbcpates mthe teade ombusinéss ihthev e ma
taxable year that ended before the death of the decedent.

In electing to treat the property under these provisions, the estate and the qualified heir must
agree in writing to pay a recapture gualto 16% of the deduction if the property is not used by
a family member for the thregear period.

These provisions were enacted in 2011.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $2,800,000 $11,800,000 $12,400,000 $13,100,000
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CHAPTER 4: GENERAL SALES AND USE TAX

Collectionsand History

Revenues from the general sales and use tax totdlédilion in fiscal year 2@1. Revenues fronthe
6.5%sales and use taate generallygo into theState General FundRevenus from the 0.375%ax rate

go into four funds 33% to the @tdoor Heritage Fund, 33% to the Clean Water Fund, 14.25% to the
Parks and Trails Fund, and 19.75% to the Arts and Cultural Heritage Fund.

The Minnesota general sales and use tax was enact®d7mnd became effective on August1967, at

a rate of 3%.The rate was increased to 4% on Noveniheir971, 5% on July, 1981, 6% on Janualfy
1983 and6.5%on July 1, 1991.In 2008, a constitutional amendment was adopted which inctéase
rate by 0.375% to 6.875%, effective from July 1, 2@09une 302034 and dedicated the proceeds to
four funds for natural resources and the.arts

Originally, the general sales and use tax applied to motor vehicles, but in 1971 motor vehicles were
exempted from the sales tax and made subject to the +emabted motovehicle excise tax, now called

the motor vehicle sales t§&hapter 5) Although the purchase of a motor vehicle is subject to the motor
vehicle sales tax, the lease of a motor vehicle comes under the general sales tax.

The tax base for the sales taastbeen changed in nearly every legislative session, with exemptions added
and others repealed. Exemptions were enacted for residential heating fuel in 1978, residential water in
1979, capital equipment in new or expanding industries in 1989, replaceapital equipment in 1997,

farm machinery in 1998nd telecommunications equipment in 2001

The exemption for state government purchases was repealed in TB8general exemption for local
government purchases was repealed in 1992, althpugtihases by school districts and specified other
purchases remain exempt. Other exemptions that were repealed include candy and soft drinks in 1982
The exemption ohonprescribed drugs and medicinvess repealeih 1987but was reinstated in 2005

The exemption for cigarettes was repealed in 1981. In 2005 cigarettes were exempted from the sales tax
and made subject to antlieu salesax at the wholesale lev@Chapter 8)

Tax Base

For purposes of this study, the tax base for the general sales and use tax is defined as the gross receipts
from the sale of tangible personal property or services to the dswal Included in the tax base are
products that are sold digitally as welliagangible form.

Items purchased for resale in the regular course of business are not included in the tax base because they
are not a sale to the finake. In agricultural and industrial production, the sales of raw materials,
component parts, and qaucts consumed directly in the process are considered to be for resale, and
therefore the exemption of these items is not a tax expenditure. However, for machinery, equipment, and
tools used in agricultural or industrial production, the sale to thedmssia considered tfi@al sale.

The exemption of motor vehicles from the sales tax is not considered a tax expenditure because motor
vehicles are subject to an alternative tax, the motor vehicle sales tax (Chapt&ik&ise, the
exemption of cigarés is not considered a tax expenditure because cigarettes are subjett-lieu

sales tax at the wholesale ley€hapter 8)
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Introduction

Computation of the Tax

The sales tax is imposed on the gross receipts freabla sales made by any person in Minnesota. The
complementary use tax is imposed on the storage, use, distribution, or consumption in Minnesota of
taxable personal property unless the Minnesota sales tax was paid on the sales price. The rateefor both th
sales tax and the use tax 8%

Generally, a retail sale is subject to the tax unless it is specifically exempted by law. Taxable sales also
include: selling, leasing, or renting tangible personal property; the furnishing of meals or driaks for
consideration; the furnishing for a consideration of lodging for less than thirty days; the admission to
places of amusement or athletic events; the furnishing for a consideration of electricity, gas, water, or
steam; and telephone service.

The tax isimposed on the sales price of the item, which is defined as the total consideration valued in
money, whether paid in money or otherwise. Exclusions from the sales price include property taken in
trade for resale, cash discounts, and separstetgd inteest, finance, or carrying charges.

The sales tax is paid by the purchaser to the seller; the seller collects and remits the tax to the state. The
use tax is paid directly by the purchaser to the state.
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Exemptions Particular Goods and Services

EXEMPTIONS - PARTICULAR GOODS AND SERVICES

4.01

FOOD PRODUCTS
Minnesota Statutes, Sections 297A.67, Sizbd.

Food and food ingredients for human consumption are generally exempt from the sales tax.
Included in the exemption are substances, whether in liquid, concentrated, solid, frozen, dried, or
dehydrated form, which are consumed for their taste or nutiitiahae.

The exemption does not include candy, chewing gum, soft drinks, alcoholic beverages, tobacco,
dietary supplements, or food sold through vending machiiés. exemption does not apply to

food and drinks served by a restaurant and prepared food. Prepared food is either food sold in a
heated state or heated by the setl@o or more food ingredients mixed or combined by the seller

for sale as a single itenor food sold with eating utensiprovided by the seller.However,

bakery itemsreadyto-eat meat and seafood, and foods that require cooking are exempt.

The exemption for food products was included when the sales and use tax was enacted in 1967.
Candy and soft drinks were includéd the exemption until 1982. The provision was last
changed in 208

Fiscal Year Impact
2012 2013 2014 2015

All Funds $681,700,000 $705300,000 $723,400,000 $746,100,000

CLOTHING AND WEARING APPAREL
Minnesota Statutes, Section 297A.67, Subd. 8 and 27

Clothing for general use is exempt from the sales and use tax. The exemption includes inner and
outer wear, footwear, headgear, gloves and mittens, neckwear, belts, hosiery, and similar items.
Also exempted are fabrics, thread, buttons, zippers, andbsiitims which are to be directly
incorporated into wearing apparel.

The exemption does not apply to jewelry, handbags, billfdidis clothing, sports clothing sold
for exclusive use in a sporting activity, or wariated safety articles.

The exempon for clothing was included in the sales and use tax statutes enacted in 1967. It was
last changed in 2@

Fiscal Year Impact
2012 2013 2014 2015

All Funds $312100,000 $322800,000 $331,100,000 $341,500,000
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Exemptions Particular Goods and Services

4.03 DRUGS AND MEDICINES

Minnesota Statutes, Section 297A.67, Subd. 7

Drugsand medicine, insulin, anghedical oxygen for human usee exempt from the sales and
use tax. The exemption includaéprescription an@verthe-counter drugs.

An exemption for all drugs and medicine was part of the original sales and use taxdted @ma

1967. In 1987 the exemption was limited to prescribed drugs and medicine and to insulin. In
1988 certain nonprescription analgesics were again exempted, and in 1997 the exemption was
extended to all analgesics, effective July 1, 1998. 2005 tle exemption wasnce again
extended tancludeall overthe-counter drugs.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $316000,000 $326900,000 $335300,000 $345800,000

4.04 MEDICAL DEVICES
Minnesota Statutes, Section 297A.67, Subd. 7

An exemption from the sales and use tax is alloweddioable medical equipment for home use
mobility enhancing equipment, and prosthetic devices.

This provision was enacted in 1967 and was last chand#iDin

Fiscal Year Impact
2012 2013 2014 2015

All Funds $8,300,000  $8,600,000  $8,900,000  $9,200,000

N
6]

PRESCRIPTION EYEGLASSES

Minnesota Statafs, Section 297A.67, Subd. 7

Prescription eyeglasses and contact lensesxamapt from the sales and use tax.
This provision was enacted in 1967.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $38,900,000 $40,300,000 $41,300,000 $42,600,000
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General Sales and Use Tax
Exemptions Particular Goods and Services

BABY PRODUCTS
Minnesota Statutes, Section 297A.67, Subd. 9

Baby bottles and nipples, pacifiers, teethimgys, infant syringesand breast pumpae exempt
from the sales and use tax

This exemption was enacted in 1967 and was last changed8n 200

Fiscal Year Impact
2012 2013 2014 2015

All Funds $800,000 $800,000 $900,000 $900,000

FEMININE HYGIENE ITEMS
Minnesota Statutes, Section 297A.67, Subd. 17

Consumer purchases of feminine hygiene itémduding sanitary napkins, tampons, and similar
products, are exempt from the sales and use tax.

This exemption was enacted in 1981.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $1,800,000  $1,800,000  $1,800,000  $1,800,000

CASKETS AND BURIAL VAULTS

Minnesota Statutes, Section 297A.67, Subd. 10

Caskets and burial vaults for human burial are exempt thensales and use tax.
This provision was enacted in 1967.

Approximately 3,850 deaths occurred in MinnesotaZag®.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $4,600,000  $4,500,000  $4,400,000  $4,300,000



General Sales and Use Tax
Exemptions Particular Goods and Services

4.09 PUBLICATIONS

Minnesota Statutes, Section 297A.68, Suilid.

Publicaions regularly issued at average intervals not exceedingrioeths are exempt from the

sales and use tax. Included in this exemption are newspagether with any supplements or
enclosuresmagazines, journals, and also items such as sdasommat al ogs, shoppe
advertising circulars, and loose leaf or similar type of service publicatidogiever, nagazines

and periodicals sold over the counter are taxable.

This provision was enacted in 196All magazines were exempt unfiB83whenthe tax was
imposed ormagazinesad over the counter

Fiscal Year Impact

2012 2013 2014 2015
All Funds $57,700,000 $58,300,000 $58,900,000 $59,600,000
4.10 TEXTBOOKS REQUIRED FOR SCHOOL USE
Minnesota Statutes, Section 297A.67, Subdarid 13a
A sales tax exemption is allowed for sales of textba@uie other instructional materiaisquired
for a course of study at a public or private school, college, university, busittess| or trade
school if they are purchased by students enrolled at the institut@malifying instructional
materials include interactive CDs, tapes, and agempsoftware.
This provision was enacted in 19&8d was extended to instructional materials in 2002
About 450,000 studentsattendedMinnesotapostsecondaryschoos in the 200-2010 school
year.
Fiscal Year Impet
2012 2013 2014 2015
All Funds $22,700,000 $23,900,000 $25,100,000 $26,400,000
4.11 PERSONAL COMPUTERS REQUIRED FOR SCHOOL USE

MinnesotaStatutes, Section 297A.67, Subd. 14

Personal computers and related software which are sold or leased to students by educational
institutions are exempt if the purchase leaseis required as a condition of enrollment. The
exemption applies only to saléy the school to its students, including a public or private school,
college, university, business school, or trade school.

This exemption was enacted in 1994 and was last changed in 2006.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $800,000 $900,000 $900,000 $900,000
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DIGITAL PRODUCTS

Minnesota Statutes, Section 297A.61

The sales and use tax is imposed on tangible personal property unless an exemption applies. If a
product is sold in a digital format rather than as tangible personal property, the sale is not subject
to tax Products that are sold digitally include music, books, movies, telegbiows other

audio visual works, video games, greeting cards, art vwaor# similar productsThe exemption

does not apply to prewritten computer software.

Digital products ha® never been subject to the sales and use tax.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $5,300,000 $5,800,000 $6,500,000 $7,200,000

DE MINIMIS USE TAX EXEMPTION FOR INDIVIDUALS

Minnesota Statutes, Section 297A.67, Subd. 21

Purchases that would otherwise be subject to the use tax are exempt if they are made by an
individual for personaluse, and total purchases subject to use tax do not exceed $770 in the
calendar year. If such purchases exceed $770, the entire amount is subject to tax.

This exemption was enacted in 1996.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $12,600,000 $13,600,000 $14,800,000 $16,000,000

MOTOR FUELS

Minnesota Statutes, Section 297A.68, Sulé{l)

Petroleumproducts taxed under the motor fuelscisetaxesin Minnesota Statutes, Chapter
296A, are exempt from the sales and use talke exemption applies to gasoline and special fuel
for highway, aviation, marine, snowmobile, ortatrain vehicle use.

This exemption was enacted in 1967 and was last changed in 1987.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $759300,000 $786200,000 $817,500,000 $838000,000



General Sales and Use Tax
Exemptions Particular Goods and Services

4.15 RESIDENTIAL HEATING FUELS
Minnesota Statutes, Section 297A.67, Subd. 15

An exemption from the sales and use tax applies to all fuel oil, coal, wood, steam, hot water,
propane gas, and liquefied petroleum gas sold to residential customers for residential use.
Purchases of natural gas by residential customers who use nasifat tfaeir primary source of
residential heat are exempt for the six billing months of Noventmbeugh April. Likewise, the
purchase of electricity is exempt for six months for customers using electricity as the primary
source of residential heat.

This exemption was enacted in 1978 and was expanded in 1984 to include hot water.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $130,500,000 $135,900,000 $140,000,000 $142,200,000

4.16 RESIDENTIAL WATER SERVICES
Minnesota Statutes, Section 297A.67, Subd. 16
The furnishing of water for residential use is exempt from the Minnesota sales and use tax.
This provision was enacted in 1979.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $19,100,000 $20,100,000 $20,900,000 $21,800,000

4.17 SEWER SERVICES
Minnesota Statutes, Section 297A.61, Subd. 3
The furnishing of sewer services is exempt from the Minnesota sales and use tax.

Sewer service has never been subject to the sales atakuse

Fiscal Year Impact
2012 2013 2014 2015

All Funds $48,200,000 $50,100,000 $52,100,000 $54,200,000
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USED MANUFACTURED HOMES
Minnesota Statutes, Section 297A.67, Subd. 20

The sale of a manufactured home to be used as a residence is exempt from the sales and use tax
unless it is the first retail sale of the home in Minnesota.

Generally, thdirst sale of a manufactured home for residential use in Minnesota is taxed at 65%
of t he deal 85. O edirnases me@dure terdiffdrence between the exemption and
taxation at 65% of the dealerb6s cost.

This provision was enacted in 1984.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $600,000 $600,000 $600,000 $600,000

SELECTED SERVICES
Minnesota Statutes, Section 297A.61, Subd. 3

The inclusion of services in the concept of the tax base for the sales tax is subject to debate.
Although the primary focus of éhsales tax has been tangible personal property, a number of
services are taxahleand thesales taxhas beenextended to additional servicessince its
enactment The list of services on the next pag@édt intended to be all inclusive

When thesales tax was enacted in 1967, some services were taxable, including local telephone
service, gas and electric service, and preparing and serving meals. In 1987 the tax was extended
to a number of services including: long distance telephone servicengalkundry and dry
cleaning; building and residential cleaning, maintenance and exterminating; detective and
security services; pet grooming; and lawn and garden services. The tax was extended to pet
boarding and private communication services in 19812001 the base was expanded to include
nearly all telecommunications services.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $3,104,800,000 $3,223100,000 $3,320,800,000 $3,441,200,000

Detailed list is on the next page.
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Fiscal Year Impact

2012 2013 2014 2015
(0006s)

Business Purchases
LegalServices $235900 $245300 $252,900 $262,200
AccountingandBookkeepingServices 182,500 189,700 195,700 203000
Architectural and Engineerirgervices 261,300 271,500 278,600 287,300
Specialized DesigBervices 25,300 26,300 27,100 28,100
Computer Services 453700 469800 483100 499800
Managemen€onsultingServices 231,500 240,700 248500 258200
OtherConsulting and Development Services 236,100 240,500 244,300 249,100
Advertising andRelated Services 255200 265100 273,300 283,300
Office Administrative Services 79,700 82,900 85,600 88,900
Facilities Support Services 29,700 30,300 30,800 31,400
Employment Services 289,200 301,800 312,600 325900
Business Support Services 71,300 74,300 76,700 79,700
Other Support Services 80,000 82,600 84,800 87,500
All Other Miscellaneous Professional and

Technical Services 72,300 75,100 77,400 80,200

AutomotiveRepair and Maintenance 35,600 37,100 38,300 39,700
Electronic EquipmenRepair and Maintenance 47,900 49,200 50,300 51,500
Commercial Machinery Repaand Maintenance 55,600 58,000 59,800 62,100
RepairandMaintenance of Personal Property 13300 13,700 14,100 14600
Other Services 1,700 1,800 1,900 2,000
Business Total $2657800 $2,7/55700 $2835800 $2934500

ConsumerPurchases
Legal Services $97,900 $103000 $107,600 $113,300
Accounting and Bookkeeping Services 27,800 29,300 30,600 32,200
Brokerage Charges and Investment Counseling 17,200 17,800 18,300 18,900
Bank Service Charges, Trust Services, and

Safe Deposit Box Rental 13,600 14,000 14,400 14,900

Advertising and Related Services 400 500 500 500
EmploymentServices 100 100 200 200
Automotive Repair and Maintenance 130,900 135,400 138,800 143,000
RepairandMaintenance of Personal Property 18,200 19,000 19,600 20,400
Personal Care Services 97,400 102,90 107,100 112800
Funeral Services 28,600 30,100 31,500 33,200
OtherPersonabBervices 14,900 15,700 16,400 17,300
Consumer Total $447,000 $467,400 $485,000 $506,700

Grand Total $3,104800 $3,223100 $3,320800 $3,441,200
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Exemptions Particular Goods and Services

CAPITAL EQUIPMENT
Minnesota Statutes, Sections 297A.68, Subd. 5

Certain capital equipment purchases are exempt from the sales and LEbdaales or use tax

is paid at the time of purchase, and the exemption is alloyedthe filing of a claim for refund

by the purchaserTo qualify, the capital equipment must be used in Minnesota by the purchaser
or lessee for manufacturing, fabricey, mining, or refining tangible personal property to be sold
ultimately at retail. Capital equipment includes machinery and equipment that is essential to the
integrated production process, including machinery and equipment used to operate or @ntrol th
production equipment. Repair and replacement parts and accessories are included in the
exemption. The exemption also applies to materials and supplies used to construct and install the
equipment and to construct special purpose buildings used inatiection process.

The exemption does not apply to motor vehicles subject to the motor vehicle sales tax, machinery
or equipment used to receive or store raw materials, pollution control equipment, and other
equipment used for nonproduction purposéisalso does not apply to machinery or equipment
installed by a contractor as part of an improvement to real property.

The exemption for capital equipmeint new or expanding industriesas enacted in 1989 and
replaced the reduced rate of 4¥actedn 1984. The exemption was extended to mining in 1990
and to online data retrieval equipment in 1993Replacement equipmergnd repair and
replacement parts and accessories vidhe taxable until 1994 whea phasedown dhe tax rate
over four yearsvas enated In 1997 the reduced rateagchanged to a complete exemption.

Between 2,000 and 2,5068fund claimsarepaid under these provisioeach year

Fiscal Year Impact
2012 2013 2014 2015

All Funds $212,900,000 $233,900,000 $251,600,000 $272300,000

ACCESSORY TOOLS
Minnesota Statutes, Section 297A.68, Subd. 2(6)

This provision exempts from the sales and use tax accessory tools, equipment, and other items
used in the production of personal property ineghtb be sold ultimately at retail. The
exemption applies tdetachableinits withan ordinary useful life ofelss than twelve monthisat

areused in producing a direct effect upon the proditemptitemsinclude drill bits, grinding

and abrasive wheels, saw blades, printing plates, dies, jigs, taps, patterns, and molds.

This exemption was enacted in 1973.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $8,800,000  $9,100,000  $9,400,000  $9,800,000
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Exemptions Particular Goods an8ervices

4.2

SPECIAL TOOLING
Minnesota Statutes, Sections 297A.68, Subd. 6

Special tooling is exempt from the sales and use tax. Special tooling is defined as tools, dies, jigs,
patterns, gauges and otlsgrecial tools which have value and use only for the buyer and for the
use for whichthey aremade. To qualify, items must be produced in accordance with buyer
specifications. Items purchased from inventory or ordered from a catalog or other salesditerat

do not qualify. The estimates exclude items that also qualify for the accessory tools exemption in
ltem 4.2.

In 1994 the exemption for special tooling was enacted and replaced a reduced rate enacted in
1984.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $4,000,000  $4,100,000  $4,300,000  $4,400,000

TELECOMMUNICATIONS EQUIPMENT
Minnesota Statutes, Section 297A.68, Subd. 35

An exemption from the sales and use tax is allowed for telecommunicatadmes television, and
direct satelliteequipment purchased or leased for use directly by a telecommunicaizdrhes
television, or direct satelliteervice provider in providing telecommunications services that are
ultimately sold at retail. The exemption applies regardless of whether peschge made by the
owner, a contractor, or a subcontractor.

The exemption includes machinery, equipment, and fixtwresd in receiving, initiating,
amplifying, processing, transmitting, retransmitting, recording, switching, or monitoring
telecommunicabns services. It also includespair and replacement parts and accessories for
gualifying equipment. The exemption does not include wire, cable, fiber, poles, or conduit.

This exemption was enacted in 2001d was last changed in 2005

Fiscal Year Impact
2012 2013 2014 2015

All Funds $30,200,000 $31,800,000 $32,600,000 $34,200,000
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RESOURCE RECOVERY EQUIPMENT

Minnesota Statutes, Section 297A.68, Subd. 24

Equipment used to process solid or hazardous wastesbarce recovery facility is exempt from

the sales and use tax. The exemption includes pollution control equipment at a facility that burns
refusederived fuel or mixed municipal solid waste as its primary &melalsoequipment of an
electric generatin facility that utilizes waste tires as its primary fuel.

This provision was enacted in 1984 dast changeih 1996.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * $700,000 * *

USED MOTOR OIL

Minnesota Statutes, Section 297A.67, Subd. 18

Sales of used motor oil are exempt from the sales and use tax.
This exemption was enacted in 1988.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $500,000 $500,000 $500,000 $500,000

MINING PRODUCTION MATERIALS

Minnesota Statutes, Section 297A.68, Subd.

Sales of mill liners, grinding rods, and grinding balls to mining companies are exempt from the
sales and use tax. The items must be substantially consumed in the production of @éaconite
other ores, metals, or mineral¥he estimates do not include items that walkb qualify as
accessory tools (ltedh 21).

This exemption was enacted in 190t the production of taconite. In 2011 it was extended to
include the production of other ores, metals, or minerals.

Six taconite companies are located in Minnesota.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $300,000 $400,000 $400,000 $400,000

*Less Than $50,000 11F



General Sales and Use Tax
Exemptions Particular Goods and Services

427 WIND ENERGY CONVERSION SYSTEMS
Minnesota Statutes, Sections 297A.68, Subd. 12

Wind energy conversion systems and the materials used to manufacture, install, construct, repair,
or replace them are exempt from the sales and use tax if the systems are used as an electric power
source. Wind energy conversion systems include any devigghwonverts wind energy to a

form of usable energy, such as a wind charger, windmill, or wind turbine. The estimates do not
include purchases that woudtsoqualify as capital equipment (Iten24).

This exemption was first enacted in 1992 and exipigne 30, 1996. In 1997 it waseawacted
for one year. The exemption was made permanent in 1998.

Fiscal Year Impact

2012 2013 2014 2015
All Funds $4,700,000  $4,500,000  $5,400,000  $6,500,000
428 SOLAR ENERGY SYSTEMS
Minnesota Statutes, Section 297A.67, Subd. 29
Solar energy systems are exempt from the sales and use tax. A solar energy system is a set of
devices whose primary purposeto collect solar energy and convert and store it for useful
purposes including heating and cooling buildings or other enesigg processes, or to produce
generated power by means of collecting, transferring, or convedlaggenerated energy.
This exemption was enacted2005.
Fiscal Year Impact
2012 2013 2014 2015
All Funds $800,000  $1,000,000  $1,300,000  $1,600,000
429 AIRFLIGHT EQUIPMENT

Minnesota Statutes, Section 297A.82, Subd. 4(d)

The sale of airflight equipment to airline companissexempt from the sales and use tax.
Airflight equipment includes airplangparts necessary for the repair and maintenanciaif
equipment and flight simulators. The exemptionapplies to purchases made by companies
engaged in the business of air commerce

This exemption was enacted in 1967 and was last changed in 1996.
This exemption benefits primarily th® &irline companies subject to the airflight property tax.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $20,000,000 $19,900,000 $19,700,000 $18,200,000

11¢



General Sales and Use Tax
Exemptions Particular Goods and Services

LARGE SHIPS
Minnesota Statutes, Section 297A.68, Subd. 17

Vessels with a gross registertnage of at least 3,000 tons are exempt from the sales and use
tax.

This exemption was enacted in 1992.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $100,000 $100,000 $100,000 $100,000

REPAIR AND REPLACEMENT PARTS FOR SHIPS AND VESSELS
Minnesota Statutes, Section 297A.68, Subd. 17

An exemption from the sales and use tax is allowed for lubricants and repair, replacement, and
rebuilding parts and materials for shipad vessels used principally in interstate or foreign
commerce.

This exemption was enacted in 1990 and was last cHange91.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $200,000 $200,000 $200,000 $200,000

LIGHT RAIL TRANSIT VEHICLES AND PARTS
Minnesota Statutes, Section 297A.70, Sub@)&)

Sales to the Metropolitan Council of vehicles and repair parts used to equip the operation of light
rail transit are exempt from the sales and use tax.

This exemption wasmacted in 2001.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $800,0® $3,700,000  $6,100,000 $100,000



General Sales and Use Tax
Exemptions Particular Goods and Services

4.3

COMMUTER RAIL VEHICLES AND PARTS

Minnesota Statutes, Section 297A.70, Subd. 3 (a)(11)

Sales to the Metropolitan Council or tiepartment of Transportation of vehicles and repair
parts to equip operations of commuter rail are exempt from the sales and uSkdaxemption

is administered as a refund.

This exemption was enacted in 20@8ective retroactive to January 1, 2007.

This exemption applies tae commuter rail lingn fiscal yeas 2012 through 205.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * * *

PETROLEUM PRODUCTS USED BY TRANSIT SYSTEMS

Minnesota Statutes, Section 297A.68, Subd. 19(3)

An exemption from the sales and use tax is allowed for purchases of petroleum products by a
transit system aceiving financial assistance through the Metropolitan Council or the Public
Transit Subsidy Prograandto qualifying providers of medical transportation services.

This provision was enacted in 1992.

This exemption applies to aba2@0 transit systemand medical transportation providers

Fiscal Year Impact
2012 2013 2014 2015

All Funds $4,800,000  $4,900,000  $5,000,000  $5,200,000

PETROLEUM PRODUCTS USED IN PASSENGER SNOWMOBILES

Minnesota Statute, Section 297A.68, Subd519(

An exemption from the sales and use tax is allowed for petroleum products used in a passenger
snowmobié for off-highway business use as part of the operation of a resbg.snowmobile

must havean enclosed section seating four to twelve passengers.

This provision was enacted in 1993.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * * *

*Less Than $50,000 11¢€



General Sales and Use Tax

Exemptions Particular Goods and Services
SKI AREA EQUIPMENT
Minnesota Statutes, Section 297A.68, Subd. 34
An exemption from the sales and use tax is allowed for tangible personal property used or
consumed primarily and directly for tramways at ski areas or in snowmaking and snow groomin
at ski hills, ski slopes, or ski trails. Included in the exemption are machinery, equipment, fuel,
electricity, and water additives used in the production and maintenance of maciiaesnow.

This exemption was enacted in 2000.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $400,000 $400,000 $400,000 $400,000

LOGGING EQUIPMENT

MinnesotaStatutes, Section 297A.69, Sub®y

Equipmentused for commercial logging exempt from the sales and use tax.

A preferentialtax rate for logging equipment was enacted in 1984 at 4% and was reduced to 2%
in 1985. In 1991 the rate was increased.58@when the general rate was increased by 0.5%. In
1998 the rate was phasedt over two yearswith the full exemption effective on July 1, 2000.

The provision was last changed in 2006.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $1,800,000  $1,900,000  $2,100,000  $2,400,000

FARM MACHINERY
Minnesota Statutes, Sections 297A.69, Subd. 4

All farm machinery is exempt from the Minnesota sales and use tax. Qualifying farm machinery
includes machinery, equipment, implements, and accessories used directly and principally in the
production for sale of agricultural products, including livestotikigation systems also qualify

for exemption.

A reduced rate for farm machinery was first enacted in 1981 at 4% when the general rate was 5%.
In 1985 the rate was reduced to 2%, and in 1991 it was increased to 2.5% when the general rate
was increasebly 0.5%. Used farm machinery was exempted in 1994 as a temporary provision,
and the exemption was made permanent in 19972998 the raten new equipmenwas phased

out over two yearsyith the full exemption effective on July 1, 2000.  The definitaf farm
machinery eligible for exemption has been expanded several times and was last chandgd in 200



General Sales and Use Tax
Exemptions Particular Goods and Services

There are about 81,000 farmshlinnesota.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $47,600,000 $48,600,000 $49,000,000 $49,600,000

REPAIR AND REPLACEMENT PARTS FOR FARM MACHINERY
Minnesota Statutes, Section 297A.69, Siubd.

Repair and replacement parts, except tires, used for maintenance or repair of farm manbinery
logging equipmenare exempt from the sales and use tax. paremust replace a part assigned a
specific or generic part number by the manufacturer of the machinery.

This exemption was enacted in 198% was last changed in 2003

Fiscal Year Impact
2012 2013 2014 2015

All Funds $13,600,000 $13,90,000 $14,000,000 $14,200,000

PETROLEUM PRODUCTS USED TO IMPROVE AGRICULTURAL LAND
MinnesotaStatutes, SectioR97A.68, Subdl19(2)

Petroleum products used to improve agricultural land are exempt from the sales and use tax.
Qualifying products are those used in constructing, maintaining, and repairing drainage ditches,
tile drainage systemsraps waterways, water impoundment, and other erosion control structures.

This provision was enacted in 1985.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * * *

FARM CONSERVATION PROGRAM S
Minnesota Statutes, Section 297A.69, Subd. 2(1)

Seeds, trees, fertilizers, and herbicides purchased by farmers for use in a federal or state
conservation progra are exempt from the sales and use tax. The programs include the federal
Conservation Reserve Program anddh& Reinvest in Minnesota Program.

This provision was enacted in 1991.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $600,000 $600,000 $600,000 $600,000

*Less Than $50,000 12C



General Sales and Use Tax
Exemptions Particular Goods and Services
HORSES
Minnesota Statutes, Section 297A.69, Subd. 6(a)
Horses are exempt from the sales and use tax.

This exemption was enacted in 1994 and was extended in 1995 to include racdRacsd®rses
had previaisly been exempt from 1984 to 1987.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $1600,000 $1,700,000  $1,700,000  $1,800,000

PRIZES AT CARNIVALS AND FAIRS

Minnesota Statutes, Section 297A.68, Subd. 29

An exemption from the sales and use tax is allowed for items which will be given as prizes to
players in games of skill or chance cantkd at events such as community festivals, fairs, and
carnivals lasting fewer than six days. The exemption does not apply to property awarded as
prizes in connection with the state lottery or lawful gambling (Chapter 11).

This exemption was enacted1f99.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $200,000 $200,000 $200,000 $200,000

TELEVISION COMMERCIALS
Minnesota Statutes, Section 297A.68, Subd. 30

An exemptionfrom the sales and use tapplies to tangible personal property primarily used or
consumed in the production of a television commercial, including preproduction and
posproduction. The exemption includes the rental or lease of equipment used for preproduction
or production of a television commercial. The sale of the commercial itself is also exempt,
regardless of the medium in which it is transferred.

The exemption waenacted in 1999.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $1000,000 $1,000,000  $1000,000  $1,100,000

121



General Sales and Use Tax

Exemptions Particular Goods and Services

4.45 ADVERTISING MATERIALS
Minnesota Statutes, Section 297A.68, Subd. 11
An exemption from the sales and use tax applies to the sale of advertising and promotional
materials which are stored in Minnesota and subsequently shipped out of state by the purchaser
for use outside Minnesota. Mailing and reply envelopes and aadisther shipping materials
used in connection with the advertising and promotional materials are included in the exemption.

This exemption was enacted in 1973 and lasschangeéh 2008

Fiscal Year Impact
2012 2013 2014 2015

All Funds $5,300,000  $5,300,000  $5,400,000  $5,500,000

446 COURT REPORTER DOCUMENTS
Minnesota Statutes, Section 297A.68, Subd. 22
An exemption from the sales and use tax is allowed for transcripts or copies of transcripts of
verbatim testimony produced and sold by court reportefiie exemption applies only to
documents soltb parties to théegalproceeding®r to the representiges of those parties

This exemption was enacted in 1997.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $2,400,000  $2,500,000  $2,600,000  $2,700,000

447 PATENT, TRADEMARK, AND COPYRIGHT DRAWINGS

Minnesota Statutes, Section 297A.68, Subd. 33

An exemption from the sales and use tax is allowed for a drawing, diagram, or similar document
if produced andsold by a person who prepares illustrative documents required for intellectual
property applications. The document must be for use in a patent, trademark, or copyright
application to be filed with a government agency, an application to the federal Fo@iwnd
Administration for approval of a medical device, or a judicial or gjuabcial proceeding
relating to the validity of or legal rights under a patent, trademark, or copyright.

This exemption was enacted in 2000.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $200,000 $200,000 $200,000 $200,000
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General Sales and Use Tax
Exemptions Particular Goods anflervices

PACKING MATERIALS
Minnesota Statutes, Section 297A.68, Subd. 16

Packing materials used to pack and ship household goods are exempt from the sales and use tax.
The ultimate destination of ¢hgoods must be outside Minnesota, and the goods must not be
returned to Minnesota except in the course of interstate commerce.

This exemption was enacted in 1973.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * * *

PROPERTY FOR BUSINESS USE OUTSIDE MINNESOTA

Minnesota Statutes, Section 297A.68, Subd. 13

Tangible personal property is exempt from the sales and usettéxttedin a trade obusiness

and isshipped or transported outside Minnesota by the purchaser without intermediate use in
Minnesota. The property either must notsiject to sales xan the state or country to which it

is transported omust l& usedaspart of a maintenance contract.

This provision was enacted in 1967 and was last changed in 1988.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * * *

AUTOMATIC FIRE -SAFETY SPRINKLER SYSTEMS
Minnesota Statutes, Section 297A.68, Subd. 23

Automatic firesafety sprinklersystems are exempt from the sales and use tax if installed in
existing buildings, including multifamily residential property containing four or more ,units
hotels, motels, and lodging housamtaining four or more unitand office buildings or mixed
usecommercialresidential buildings if at least one story capable of occupancy is at least 75 feet
above the ground.

This provision was enacted in 1992 and was last changed in 1993.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $100,000 $100,000 $100,000 $100,000

*Less Than $50,000 12¢



General Sales and Use Tax
Exemptions Particular Goods and Services

4.51

FIREFIGHTER PERSONAL PROTECTIVE EQUIPMENT
Minnesota Statutes, Section 297A.70, Subd. 3(a)(5) and (b)

An exemption from the sales and use tax is allowed for firefighter personal protective equipment
purchased or authorized by an organized fire departmenpyréitection district, or fire company.

This exemption was enacted in 1994 and was amended in 1997.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $800,0® $800,000 $800,000 $900,000

BUILDING MATERIALS FOR RESIDENCES OF DISABLED VETERANS

Minnesota Statutes, Section 297A.71, Subd. 11

Building materials usetb construct or remodehe residence oh disabled veteran are exempt
from the sales and use taXhe exemption appliésthe project is financed in whole or in part by
the U.S. Government in accordance with United States Code, Title 38, Sections 2101 to 2105.
This exemption was enactedlf71.

Generally fewer than ten residences qualify under this provision each year.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * * *

CHAIR LIFTS, RAMPS, AND ELEVATORS IN HOMESTEADS

Minnesota Statutes, Section 297A.71, Subd. 12

Chair lifts, ramps, and elevators and the building materials used to install or construct them are
exempt from the sales and use tax if they are authorized by a physician and installed in or

attached to t he Clawlite aré aso éxenmmpedderetldednedical devices
exemption as mobility enhancing equipment and are not included in the estimates.

This exemption was enacted in 1989 and was last changed in B0@B05 the exemption for
medical devices was changed to include chair lifts.

Fewer thandnhomesteads benefit from this provision each year.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * * *

*Less Than $50,000 124



General Sales and Use Tax
Exemptions Particular Goods and Services

454 PARTS AND ACCESSORIES TO MAKE MOTOR VEHICLES
HANDICAPPED ACCESSIBLE

Minnesota Statutes, Section 297A.67, Subd. 12

Parts accessoriesand labor chargesised solely to modify a motor vehicle to make it
handicapped accessible are exempt from the sales and use tax. This provision applies to
modifications made after a vehicle is purchased. provision in the motor vehicle sales tax
(Item 5.18) applies o the purchase price of a vehicle thad previouslypoeen modified.

This exemption was enacted in 1998Ithough installationlabor was included in the original
exemption, installation labor generally became taxable in 2001.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $1,200,000  $1,200,000  $1,200,000  $1,200,000

4.5%5 MAINTENANCE OF C EMETERY GROUNDS
Minnesota Statutes, Section 297A.67, Subd. 25
Lawn care and related services used in the maintenance of cemetery grounds are exempt from the
sales and use tax. The estimates do not include purchases for cemeteries owned by churches or
other religious organizations because they are covered under the nonprofit exemptiorb@tem 4.

This exemption was enacted in 2000.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * * *

456 TRADE-IN ALLOWANCE
Minnesota Statutes, Section 297A.67, Subd. 26

The amount allowed aa credit against the sales prider tangible personal property taken in
trade for resale is exempt from the sales tax.

This provision was enacted in 1967 and was last changed in 2001.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $6,600,000  $6,700,000  $6,900,000  $7,100,000

*Less Than $50,000 12E



General Sales and Use Tax
Exemptions Sales to ParticulgPurchasers

EXEMPTIONS - SALES TO PARTICULARPURCHASERS

4.57

LOCAL GOVERNMENTS
Minnesota Statutes, Sections 297A.70, Sub@, and 3 and 297A.71, Subd. 3

A generalsales taxexemption does not apply furchases byocal units of government, but
several specific exemptions do appBxemptions are allowed feangible personal property and
utility servicespurchasedby Minnesota school districtspwnships public libraries, and hospitals
and nursing homes owned and operated by political subdivisions.

Other exemptions for local governments includehe purchase and lease of fire trucks,
ambulances, and marked police patrol cars; motor fuel used in these vehedésalmupplies

and equipment for ambulances; repair and replacement parts for emergency rescue vehicles and
fire trucks; machinery and equipment used directly for collection and disposal of mixed
municipal solid waste at a landfilind construction matéals and supplies used to construct or
improve a correctional facilitipy a county or city.

A general exemption for all local governments was part of the original sales tax law enacted in
1967. In 1992 the general exemption was repealed, and the exesnfiii school districts,
hospitals, nursing homes, libraries, and medical supplies for ambulances were enacted. The
exemptions were expandsédveral times. In 2011 all purchases by townships were exempted

Fiscal Yeaimpact

2012 2013 2014 2015
School Districts $112,600,000 $115,300,000 $118,400,000 $121,800,000
HospitalsandNursing Homes 13,000,000 13,400,000 13,900,000 14,500,000
Libraries 5,600,000 5,700,000 5,900,000 6,000,000
Fire Trucks, Ambulances, Patrol Cars 5,300,000 5,500,000 5,700,000 5,900,000
Motor Fuelfor These Vehicles 700,000 700,000 700,000 700,000
Medical Supplies foAmbulance 200,000 200,000 200,000 200,000
Repair Parts for Certain Vetiés 200,000 200,000 200,000 200,000

Landfill Machinery and Equipment 200,000 200,000 200,000 200,000
Correctional Facility Construction

Materials 600,000 700,000 700,000 700,000
Townships 3,500,000 _ 3,800,000 _ 4,000,000 __ 4,000,000
TotalT All Funds $141,900,000 $145,700,000 $149,900,000 $154,200,000

12¢



General Sales and Use Tax
Exemptions Sales to ParticulgPurchasers

NONPROFIT ORGANIZATIONS
Minnesota Statutes, Section 297A.70, Subd. 4

The sale of tangible personal property and utility services to charitable, religious, or educational
organizations is exempt from the sales and use tax. The property must be used in the
performance of theoegni zati onds charitabl e, religious, or
citizensd® groups are also included in the exem

Nonprofit hospitals and surgical centers are estimated separately in 5&m 4.
This provision was enacted in 1967. 1888 the exemption was extended to the purchase of
utilities. In 1989 the leasing of motor vehicles was excluded from the exemption. The provision

was last changed in 290

Fiscal Year Impact
2012 2013 2014 2015

All Funds $105,500,000 $108,80,000 $111,900,000 $115,80,000

HOSPITALS AND OUTPATIENT SURGICAL CENTERS
MinnesotaStatutes, Section 297A.70, Subd. 7

An exemption from the sales and use tax is allowed for sales to hogpithtsitpatient surgical
centersif the purchases are used in providing hospital senacesutpatient surgical services.

The hospital or outfigent surgical center must be organized and operated for charitable purposes
within the meaning of Section 501(c)(3) of the Internal Revenue Code and must be licensed under
Minnesota Statute§hapter 144,

Hospitals were exempt under the provisions fonprofit organizations when the sales tax was
enacted in 1967. In 1997 a separate exemption for hospitals was enacted, and it was extended to
outpatient surgical centers in 1999.

Ninety hospitals and seven surgical centers are eligible for this exemption

Fiscal Year Impact
2012 2013 2014 2015

All Funds $72,000,000 $75,300,000 $78,800,000 $82500,000



General Sales and Use Tax
Exemptions Sales to ParticulgPurchasers

4.60

VETERANSG6 ORGANI ZATI ONS

Minnesota Statutes, Section 297A.70, Subd. 5

Sales of tangible personal property to an organization of military service veterans or an auxiliary
unit are exempt from the sales and use tax. The group must be organized in Minnesota and
exempt from federal taxation under Section 501(c)(19) of thenatdRevenue Code. The
property must be used for charitable, civic, educational, or nonprofit purposes and not for social,
recreational, pleasure, or profit purposes.

This provision was enacted in 1980.

About 1,300 organizations qualify for this exem@n.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $300,000 $300,000 $300,000 $300,000

CONSTRUCTION MATERIALS FOR LOW -INCOME HOUSING
Minnesota Statutes, Section 297A.71, Subd. 23

Materials and supplies used or consumed in and equipment incorporated into the construction,
improvement, or expansion of qualified lamcome housing projectsre exempt from the sales

and use tax. The exemption applies regardless of whether the purchases are made by the owner
of the facility or a contractorThe exemption is administered as a refund.

The owner of the project must be a public housing ageachpusing and redevelopment
authority of a political subdivision, an entity exercising the powers of a housing and
redevelopment authority, a qualifying nonprofit corporation, or an owner entity qualifying under
specified federal regulations. The projeuist qualify under one of the specified state or federal
low-income housing programs. If a portion of a project is for other thasinoeme housing, the
exemption applies only for the portion used for limsome housing.

This exemption was enacted2001 and wakastchanged in 200.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $4,000,000  $4,100,000  $4,200,000  $4,300,000

12¢



General Sales and Use Tax
Exemptions Sales to ParticulgPurchasers

PUBLIC SAFETY RADIO SYSTEMS
Minnesota Statutes, Section 297A.70, Subd. 8

Products and servicassed for construction, operation, maintenance, and enhancement of the
backbone system of the regionwide public safety radio communication system are exempt from
the sales and use tax. The backbone system consists of a shared regionwide infrastructure
network and the subsystems interconnected by the shared netWuigkexemption applies to the

first and second phases of the project in the seven metropolitan counties plus Chisago and Isanti
Counties and to the third phase of the system that is locatbhd Boutheast District of the State

Patrol and the counties of Bentdtasca,Sherburne, Stearns, and Wright.

A temporarymetropolitan countyexemptionwas enacted in 1997 amttendedin 2003 The
current exemption was enacted in 2@0lextended to Itasca County 2008

Fiscal Year Impact
2012 2013 2014 2015

All Funds $900,000 $500000 $100,000 $100,000

BIOSOLIDS PROCESSING EQUIPMENT

Minnesota Statutes, Section 297A.70, Subd. 8)a)(

An exemption from the sales and use tax is allowed for equipment designed to process, dewater,
and recycle biosolids for wastewater treatment facilities of political subdivisions. Materials
incidental to the installation of the equipment are includetierekemption.

This exemption was enacted in 1998.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $300,000 $300,000 $300,000 $300,000

AMBULANCES LEASED TO PRIVATE AMBULANCE SERVICES
Minnesota Statutes, Section 297A.70, Subd. 6

The lease of a motor vehicle for use as an ambulance by a licensed ambulance service is exempt
from the sales and use taxihe estimates include only leases by private ambulance services
because leases by local governments are also exempt under armifsgomp(ltem 4.5%).

This provision was enacted in 1990.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * * *

*Less Than $50,000 12¢



General Sales and Use Tax
Exemptions Sales to ParticulgPurchasers

4.65

CERTAIN PURCHASES BY PRIVATE AMBULANCE SERVICES
Minnesota Statutes, Sections 297A.67, Subdag@8 297A.68, Subd. 19(4)

An exemption from the sales and use tax is allowed tochases by a licensed ambulance
service of supplies and equipment used to provide medical care, repair and replacement parts for
ambulancesand emergency response vehiclasd petroleum products. Because purchases by
municipal ambulance services are exempt under another provision (B&m the estimates
include only purchases by private ambulance services.

These provisions were enacted in 2004.2008 the exemption was extended to include repair
and replacement parts f@mergency responseehicles that are equipped and specifically
intended for emergency response.

There areabout55 private ambulance services in Minnesota.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $100,000 $100,000 $100,000 $100,000

JOB OPPORTUNITY BUILDING ZONES
Minnesota Statutes, Section 297A.68, Subd. 37

Purchases of tangible personal property and taxable services by a qualified business are exempt
from the sales and use tax if the property or services are primarily used or consumed in a Job
Opportunity Buildng Zone. An exemption is also allowed for construction materials and
suppliesused or consumed in and equipment incorporated intodhstruction of improvements

to real property in a Job Opportunity Building Zone if, upon completion, the propertydsysa

gualified zone business. Thenstructionexemption applies regardless of whether the purchases

are made by the business or a contractor.

TenJob Opportunity Building Zondsave beemesignated by the Commissioner of Employment

and Economic Devepment, effective January 1, 2004. The maximum duration of a zone is
generallytwelve years Zones must be outside the sexzEminty metropolitan areand ech zone

may contain up to 5,000 acres and can be divided into separate noncontiguous subzones. Also
included in the program are up to five Agricultural Processing Facility Zones.

Theseprovisiors wereenacted in 200and werelastmodified in 20®.
Approximately280businesses are in the JOBZ program.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $11,200,000  $8,900,000  $8,000,000  $7,100,000

13C



General Sales and Use Tax
Exemptions Sales to ParticulgPurchasers

ENTERPRISE ZONE CONSTRUCTION MATERIALS

Minnesota Statutes, Section 297A.171, Subd. 1(1)

An exemption from the sales and use tax may be authorized by the Commissioner of Employment
and Economic Development for purchases of construction materials or equipment for use in a
designated enterprise zone. Restrictions apply to the type of facilityleligr the exemption.

This provision was enacted in 1983. Zones other than border city zones axiie86.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * * *

WASTE RECOVERY FACILITIES

Minnesota Statutes, Section 297A.71, Subd. 34

Materials and supplies used or consumed in and equipment incorporated into the construction,
improvement, oexpansion of a wast®e-energy resource recovery facility are exempt from the
sales and use tax. To qualify, the facility must use biomass or mixed municipal solid waste as a
primary fuel to generate steam or electricity.

The exemption was enacted2f05.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * $100,000 *

AGRICULTURAL PROCESSING FACIL ITY
Minnesota Statutes, Section 297A.71, Subd. 13

Building materials and supplies for constructing an agricultural processing facility, as defined in
Minnesota Statutes, Section 469.1811, are exempt from the sales and use tax. The exemption
applies if total capital investment in the facility is expected to exceed $100 million. The
exemption is administered as a refund.

This exemption was enacted in 1994.

One facility is expected to be the beneficiary of this provigidiscal years 2012 throud?015.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $2,800,000 $0 $0 $0

*Less Than $50,000 131



General Sales and Use Tax
Exemptions Sales to ParticulgPurchasers

4.0

CENTRAL CORRIDOR CONSTRUCTION MATERIALS

Minnesota Statutes, Section 297A.71, Subd. 40

Materials and supplies used or consumeaiim equipment incorporated intbe construction or
improvement of the Central Corriddight rail transit line and associated facilities are exempt
from the sales and use tax. The exemption for associated facilities includes staticasdpark
ride fadlities, and maintenance facilitied.he exemption is administered as a refund.

Sales of light rail transit vehicles and parts are exempt under another provision (Item 4.32).
This exemption was enacted in 20@8ective July 1, 2008

One projecis the beneficiary of this provision.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $4,500,000  $6,500,0® $2,600,00 $500,000

AEROSPACE DEFENSE MANUFACTURING FACILITY
Minnesota Statutes, Section 297A.71, Subd. 42

Materials and supplies used or consumed in the construction, improvement, or expansion of an
aerospace defense manufacturinglitgcare exempt from the sales and use tax if the facility is
used for manufacturing aerospace or defeatsed sensors and the capital investment in the
facility is at least $59 million. The exemption includes capital equipment incorporated into the
facility and privatelyowned infrastructure used in support of constructing, improving, or
expanding the facility.

The exemption is administered as a refuAdrefund may be issued only after the Department of
Employment and Economic Development certifieat the facility employs at least 1,653 full

time equivalent workers within the state and that the total capital investment is at least $59
million. For each year that the owner of the facility receives such certification, a refund may be
issued equalot 25% of the total allowable refund, which continues until all the refund has been
paid.

This exemption was enacted in 2010, effective for sales and purchases made after July 1, 2010,
and before December 31, 2015.

One facility is expected to be tbeneficiary of this provision.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $0 $0 $0 $1,000,000
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General Sales and Use Tax
Exemptions Sales tdParticular Purchasers

DATA CENTER EQUIPMENT
Minnesota Statutes, Section 297A.68, Subd. 42

Enterprise information technology equipment and computer software for use in a qualified d
center are exempt frothe sales and use tax. Electricity used or consumed in the operation of a
gualified data center is also exempt.

To qualify, a data center must be comprised of one or more buildings consisting of at least 30,000
square feet. The total cost of constroitor refurbishment, investment in enterprise information
technology equipment, and computer software must be at least $50 million withiman4

period. The facility that houses the enterprise technology equipment must have uninterruptible
power suppés, generator backup power, or both; sophisticated fire suppression and prevention
systems; and enhanced security, as specified.

The exemption applies to purchases made within twenty years of the first qualifying purchase.
The exemption is administered a refund. No refunds can occur prior to July 1, 2013.

This exemption was enacted in 2Q%ffective for sales and purchases made July 1, 202,
through June 30, 2042

Fiscal Year Impact
2012 2013 2014 2015

All Funds $0 $0 $24,900,00  $4,70Q000

EXEMPTIONS - SALES BY PARTICULARSELLERS

4.73

ISOLATED OR OCCASIONAL SALES

Minnesota Statutes, Sections 297A.67, Subdad8 297A.68, Subd. 25

Isolated or occasional sales made by persons not engaged in selling such property in the normal
course of business are exempt from the sales and useTia.isolated or occasional sale
exemption does not apply to tangible personal property used in a trade or business unless certain
conditions exist.

The isolatedr occasional sale of propertiyatwas used in a trade or business is taxed unless the

sale comes under one of these categories: farm auction sales; sale of substantially all of the assets
of a trade or business; and sales not exceeding $1,000 in a-tmahik period. Also exempt are

sales that occur in transactions covered in severalnat Revenue Code sections, such as
contributions to capital, certain liquidations, and involuntary conversions.

An exemption for all isolatedndoccasional sales was enacted in 1967. In 1991 property used in

a trade or business was eliminated from ¢feneral exemption, except for transactions covered
under specified Internal Revenue Code sections. In 1992 the exemption was reinstated for the
exceptions listed above. This provision was last changed in 2001.

Fisal Year Impact
2012 2013 2014 2015

All Funds $40,300,000 $41,400,000 $42,700,000 $44,100,000
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General Sales and Use Tax
Exemptions Salesby ParticularSellers

474 INSTITUTIONAL MEALS
Minnesota Statutes, Section 297A.67, Subd. 4, 5, and 6

Although prepared meals and drinks are generally subject to the sales tax, the following are
exempt:

1. Meals and drinks served tpatients, residents, or inmates of hospitals, nursing homes,
sanitariums, senior citizensd® homes, and cor
2. Meals served at public and privatkementary, middle, and secondary schools.
3. Meals servedo students at colleganduniversiiesunder a board contract.
4. Congregate dining, home delivery of meals, and other qualifying programs which provide
meals to senior citizens or the handicapped.

Theseprovisiors wereenacted in 1967 In 2002 the xemption for colleges and universities was
limited to meals covered under a board contractivending machines sales on school property
were excluded from the exemptiomhese provisions were last changed in@00

Fiscal Year Impact
2012 2013 2014 2015

All Funds $43,000,000 $44,400,000 $45,600,000 $47,100,000

475 FUNDRAISING SALES BY NONPROFIT ORGANIZATIONS
Minnesota Statutes, Section 297A.70, Subd. 13(a)(1) and (2) and Subd. 14

An exemption from the sales tax ajeglto fundraising sales made by nonprofit organizations.
The exemption applies to:

1. Fundraising sales by an organization thagiteeran educational or social organization for
youngpeople age eighteen and under or is a senior citizen group that is exempt from the sales
tax and has gross annual receipts from fundraising that do not exceed $10,000.

2. Sales at fundraising events sponsioby a nonprofit organization when the entire proceeds,
except necessary expenses, go exclusively for charitable, religious, or educational purposes.
This exemption does not apply to bingo or other gambling activities. The exempé&smot
apply if thefundraising events exce@d dayseryear.

This provision was enacted in 1985 and was last changed in 2001.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $15,000,000 $15,500,000 $15,900,000 $16,100,000
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General Sales and Use Tax
Exemptions Sales by Particular Sellers

ADMISSION TO ARTISTIC EVENTS
Minnesota Statutes, Section 297A.70, Subda)lO

Tickets or admissions to events sponsored by an organization that provides opportunities for
participation in the creation, performance, or appreciation of the arts are exempt from the sales
taxif the netproceeds from the eveateused for this purpe. The organizationmust qualify as

tax exempt under Section 501(c)(3) of the Internal Revenue &udiat least 5% of its annual
revenuesnust befrom voluntary contributionsThe exemption also applies aomunicipal board

which promotes cultural emésand tothe University of Minnesotand a state or private nonprofit
college or universityprovided that the event is held diaaility owned by the institution

This exemption was enacted in 1988anged several times, awdslast changed in Z0b.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $5,200,000  $5,300,000  $5,400,000  $5,600,000

ADMISSION TO SCHOOL-SPONSORED EVENTS
Minnesota Statutes, Section 297A.70, Subd. 11

Tickets or admissions to regular season school games, events, and activities of elementary and
secondary schools are exempt from the sales talso exempt are tickets or admisssoto

games, events, and activities sponsored by the Minnesota State High School Lddgue.
estimates do not include sales that would be exempt as admission to artistic eventg @tem 4.
asfundraising (Item 4.5).

This exemption was enacted in 1985 2006 the exemption was extended to Minnesota State
High School Leagueventsirom July 1, 2006through June 30, 2011. In2Dthe exemption for
Minnesota State High School League events was extended to June 30, 2015.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $1,800,000  $1,900,000  $1,900,000  $1,900,000

13t



General Sales and Use Tax
Exemptions Sales by Particular Sellers

4.78
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ADMISSION TO THE MINNESOTA ZzOO

Minnesota Statutes, Section 297A.70, Subd. 10(b)

Admissions or tickets to the Minnesota Zoo are exempt from the sales tax. Also exempt are
admissions or tickets to events or performances held on the premises if sponsored and conducted
exclusively by the Minnesota Zoological Board or employees of the Minnesota Zoo.

This exemption was enacted in 2001.

There were about 428,000 paid admissitmthe zoo in fiscal year 2010.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $300,000 $400,000 $400,000 $400,000

CROSS COUNTRY SKI PASSES FOR PUBLIC TRAILS
Minnesota Statutes, Section 297A.67, Subd. 19

Crosscountry ski passes issued by the Minnesota Department of Natural Resources for use of
public trails are exempt from the sabr®d use tax.

This exemption was enacted in 1988.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * * *

YMCA, YWCA, AND JCC MEMBERSHIP DUES
Minnesota Statutes, Section 297A.70, Subd. 12

An exemption from the sales tax applies to-tine initiation fees and periodic membership dues
to the YMCA and YWCAand to the Jewish Community Centers of Greater Mapods and of
Greater St. Paul. Separate charges for using the sports and athletic facilitie eaesmmbt

The exemption for the YMCA and YWCA was enacted in 1987 when the sales tax was first
imposed on memberships to clubs providing sports andtiatfdeilities. It was extended to the
Jewish Community Centers in 1996.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $5,000,000  $5,300,000  $5,500,000  $5,800,000

*Less Than $50,000 136



General Sales and Use Tax
Exemptions Salesby ParticularSellers

481 MINNESOTA AMATEUR SPORTS COMMISSION EVENTS
Minnesota Statutes, Section 297A.70, Subd. 15

An exemption from the saleax applies to certain sales made by a nonprofit corporation
designated by the Minnesota Amateur Sports Commission to conduct a series of statewide
amateur athletic games and related events, workshops, and clinics. The exemption applies to the
sale of tagible personal property, admission charges, and sales of food, meals, and drinks by the
nonprofit corporation at fundraising events, athletic events, or athletic facilities. Purchases of
tangible personal property made by the nonprofit corporation smeeaémpt.

This exemption was enacted in 1994.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * * *

4.2 ADMISSION TO CHARITABLE GOLF TOURNAMENTS
Minnesota Statutes, Section 297A.70, Subd. 13(a)(3)

Tickets or admissions to a golf tournament ar
proceeds is a tagxempt organization under Section 501(ciBdhe Internal Revenue Code.

This exemption was enacted in 1994.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * * *

4.83 CANDY SALES BY CERTAIN ORGANIZATIONS
Minnesota Statutes, Section 297A.70, Subd. 13 (a)(4)

Candy, candy products, and gum are exempt from the sales tax when sold for fundraising
purposes by a nonprofit orgaation which provides educational and social activities primarily

for young people age eighteen and undére estimates do not include organizations which also
qualify for the fundraising exemption (Item 8)7

This exemption was enacted in 1984 aras$ last changed in 1997.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * * *

*Less Than $50,000 137
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General Sales and Use Tax
Exemptions Salesby ParticularSellers

4.8

SACRAMENTAL WINE SOLD BY RELIGIOUS ORGANIZATIONS
Minnesota Statutes, Section 297A.70, Subd. 9

Wine used for sacramental purposes in a religious ceremony is exempt from the sales and use tax
if it is purchased from a nonprofit religious organization or from a rabbi, priest, or minister of a
church or other established religious organization.

This exemption was enacted in 1991.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * * *

REDUCED SALES PRICE

4.8

NEW MANUFACTURED HOMES
Minnesota Statutes, Secti@@7A.62, Subd. 3

The sale in Minnesota of a manufactu
cost . The estimates measure the dif
cost compared to the full sales prioghe final customer

Because an exemption applies to any subsequen(ltgate4.18), this provision applies only to
the first sale of a manufactured home in the state.

The base for the tax was changed from the full sales price to 65% of thprgadén 1984 and to
65% of the dealerdés cost in 1998.

Approximately300 manufactured homes were placed in Minnesota for residential usedn 200

Fiscal Year Impact
2012 2013 2014 2015

All Funds $300,000 $200,000 $100,000 $100,00

*Less Than $50,000 138



Motor Vehicle Sales Tax

CHAPTER 5: MOTOR VEHICLE SALES TAX

Collections and History

Total revenues from the motor vehicle sales tax wes@3 $nillion in fiscal year 201 Under a
constitutional amendment adopted in 2006, theenues from the tax are allocatf$bo to Highway Use
Tax Distribution Fund and 40% to the Transit Assistance Fund, beginning in fiscal y@ar ROdr to
fiscal year 2012, a portion of the tax went to the General Fund.

Motor vehicles were subject to the 3% general sales tax when it was enacted inTh@65ales tax on
motor vehicles was replaced by the motor vehicle excismtd&71. In 1994 the term used for this tax in
statute was changed from excise tax to sales tax.

This tax went into effect on January 1, 1972, at the rate of 4%. The ratenex@ssed to 5% on
July 1, 1981, and to 6% on July 1, 1983. The rate has been 6.5% since July 1, 1991.

Tax Base

The tax base for the motor vehicle sales tax is the purchase price of a motor vehicle when ownership is
transferred and the motor vehiclerégjuired to be registered under the laws of Minnesota. Regardless of
the number of times a vehicle is sold, each transfer of ownership is in the taxHzagever, the base

does not include th&ransfer of a motor vehicle to a dealer for resale in dgeilar course of business.

For a vehicle transferred by gift or for a nominal or no monetary consideration, the purchase price is
deemed to be the average value of similar motor vehicles.

Computation of the Tax

The motor vehicle sales tax is imposed wlkeemotor vehicle required to be registered in Minnesota is
purchased or acquired, either in or outside Minnesota. The 6.5% rate is applied to the purchase price,
which is defined as the total consideration valued in money, whether paid in money oiisethaiien

one motor vehicle is taken in trade on another vehicle, the-imaddue is deducted in arriving at the net
purchase price.

This tax is different from the general sales and use tax in Chapter 4 in two respects: isolated and
occasional salegataxable transactions, and a transfer without monetary consideration is subject to tax
based on the average value of similar vehicsginning July 1, 2009, the tax rates for the two taxes are
also different.

The tax is paid to the motor vehicle retgar, and it must be paid before registration plates or a certificate
of title can be issued.



Motor Vehicle Sales Tax

EXEMPTIONS

5.01
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o
N

GIFTS BETWEEN INDIVIDUALS
Minnesota Statutes, Section 297B.01, Suléc)(3)

The transfer of a vehicle in the form of a gift between individuals is exempt from the motor
vehicle sales tax. To qualify, there must be no monetary or other consideration or expectation
with the transfer, and the parties to the transfer must submiaffidavit to that effect. This
exemption is a tax expenditure becauie general, vehicles transferred without monetary
consideration are taxed on the basis of the average value of similar vehicles

An exemption for transfers between certain family members was enacted in 1971. In 2000 the
exemption was expanded to include gifts between any individuals.

An estimated5,000 vehicle transfers quaétl for this exemptionn fiscal year 201

Fiscal Year Impact
2012 2013 2014 2015

All Funds $26,500,000 $28,100,000 $29,800,000 $31,600,000

VEHICLES ACQUIRED BY INHERITANCE

Minnesota Statutes, Section 297B.01, Suléc)(1)

The acquisition of a motor vehicle by inheritance from or by bequest of a deeduentvned it

is exempt from the motor vehicle sales taXithout this exemption, the tax dhe transfer of a

motor vehicle without monetary consideration would be based on the average value of similar
vehicles.

This provision was enacted in 1971.

An estimated,800 vehicle transfers quakid for this exemptionn fiscal year 2Q1.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $3,600,000  $3,800,000  $3,900,000  $4,100,000

14C



ol

w

62

ol

Motor Vehicle Sales Tax

PERSONS MOVING INTO MINNESOTA
Minnesota Statutes, Sect®?97B.03(2)and 297B.06

A motor vehicle owned by personwho moves to Minnesotahich was purchased and titled in
another state more than sixtgryd prior to the move is exempt from the motor vehicle sales tax.

This provision was enacted in 1971.
An estimated 8,000 vehicles qualify for this exemption annually.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $9,000,000  $9,300,000  $9,500,000  $9,800,000

TRANSFERS BETWEEN JOINT OWNERS

Minnesota Statutes, Section 297B.01, Suléc)(2)

The transfer of a motor vehicle is exempt from the motor vehicle sales tax if it was previously
registered in the names of two or more joint owners and is subsequently transferred without
monetary consideration to one or more of the joint owners.

This provsion was enacted in 1971.

An estimatedl4,500 vehicle transfers quakfd for this exemptionn fiscal year 201

Fiscal Year Impact
2012 2013 2014 2015

All Funds $7,800,000  $8,200,000  $8,600,000  $9,000,000

TRANSFERS IN DIVORCE PROCEEDINGS
Minnesota Statutes, Section 297B.01, Suléc)(4)

The transfer of a motor vehicle betwegmousedn a divorce proceeding is exempt from the
motor vehicle sales tax.Because transfers between joint owners are exempt under another
provision (Item 5.04), the estimates include only transiééra vehicle previously registered to
one person.

This provsion was enacted in 1974.
An estimated 200 vehicle transfers qualified for this exemption in fiscal yedr120

Fiscal Year Impact
2012 2013 2014 2015

All Funds $1300,000 $1300,000 $1400,000 $1400,000
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Motor Vehicle Sales Tax

5.06 SALES TO DISABLED VETERANS

Minnesota Statutes, Section 297B.03(1)

A motor vehicle purchased bya disabled veterarwith funds prowed by the Veterans
Administrationis exempt fromthe motor vehicle sales tax.

This provision was enacted in 1971.
An average of thirtyehicles qualify under this exemption annually.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $100,000 $100,000 $100,000 $100,000

ol
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CORPORATE AND PARTNERSHIP TRANSFERS

Minnesota Statutes, Section 297B.03(4)

Whenan individual transfers a vehicle to a corporation in exchange for stock or seaurities
partnership in exchange for an interest in the partneriéptransfer is exempt from the motor
vehicle sales tax.

This provision was enacted in 1975.
An estimated®,500 vehicle transfers qualified for this exemption in fiscal yedr120

Fiscal Year Impact
2012 2013 2014 2015

All Funds $2,200,000  $2,200,000  $2,300,000  $2,400,000

5.08 TRANSIT VEHICLES
Minnesota Statutes, Sections 297B.03(12) and 473.448

The purchase of a motor vehicle for use by a transit provider exclusively to provide transit service
is exempt from the motor vehicle sales tax if the provider receives financial assistance or
reimbursement under Minnesota Statutes, Section 174.24 084%8.8perates under Minnesota
Statutes, Section 174.29, 473.388, or 473.405. Vehicles purchasled B\etropolitan Council

for the Metro Transit System and for Metro Mobility are also exempt.

Purchases of transit vehicles by the Metropolitan Council have never been taxed. The exemption
was extended to other transit providers in 2001.

An estimatedb00 vehicles qualifying for this exemption will be purchased in fiscal ye&2.20

Fiscal Year Impact
2012 2013 2014 2015

All Funds $4 500,000 $4600,000 $4,700,000  $4,800,000
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Motor Vehicle Sales Tax

5.09 TOWN ROAD MAINTENANCE VEHICLES
Minnesota Statutes, Section 297B.03(10)
Motor vehicles purchased by a town to be used exclusively for road maintenance are exempt from
the motor vehicle sales tax. The exempiiociudessnowplows and dump trucks bdbesnot
aply to automobiles, pickup trucks, or vans.
This exemption was ented in 1998.
An estimated average 08Qvehicles are purchased under this exemption annually.
Fiscal Year Impact
2012 2013 2014 2015
All Funds $900,000 $900,000 $900,000 $900,000
5.10 BOOKMOBILES
Minnesota Statutes, Section 297B.03(8)
The purchase of a motor vehicle by or for a public library for use as a bookmobile or a library
delivery vehicle is exemgtom the motor vehicle sales tax.
This exemption was enacted in 1994.
Fewer tharfive vehicles qualify under this exemption annually.
Fiscal Year Impact
2012 2013 2014 2015
All Funds * * * *
5.11 PRIVATE AMBULANCE SERVICES

Minnesota Statutes, Section 297B.03(7)

The purchase of an ambulance by a private ambulance service is exemgtefnootor vehicle

sales tax. Ambulances purchased by local units of government are not required to be registered
and therefore are not in the defined tax base for the motor vehicle sales tax.

This provision was enacted in 1990

Fiscal Year Impact
2012 2013 2014 2015

All Funds $700,000 $700,000 $800,000 $800,000

*Less Than $50,000 142



Motor VehicleSales Tax

5.12 READY-MIXED CONCRETE TRUCKS

Minnesota Statutes, Section 297B.03(9)

The purchase of a readiyixed concrete truck is exempt from the motor vehicle sales tax.

This exemption was enactad1998.

The exemption applies to an estimat@@ tehicles annually.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $800,000 $800,000 $900,000 $900,000

5.13 AUTOMOTIVE TRAINING PROGRAMS

Minnesota Statutes, Section 297B.03(6)

The purchase or use of a motor vehicle by a public or a private nonprofit educational institution is
exempt from the motor vehiclsales tax if the vehicle is used as an instructional aid in an
automotive training program operated by the institution. Motor vehicle body and mechanical
repair courses qualify for the exemption; driver education programs dpualify. The vehicles

are usually donated to the institution.

This exemption was enacted in 1988 and was last changed in Bg88to 1987, hese vehicles
were includedn the general exemptions for local government units and nonprofit organizations.

An estimated®00tranders qualified under this exemption in fiscal yeat 20

Fiscal Year Impact
2012 2013 2014 2015

All Funds $100,000 $100,000 $100,000 $100,000
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Motor Vehicle Sales Tax

DONATIONS TO EXEMPT ORGANIZATIONS

Minnesota Statutes, Section 297B.01, Suléc)(5)

The transfer of a motor vehicle in the form of a gift to an exempt organizationsalsjett to the

motor vehicle sales tax. The organization must be exempt from federal income taxation under
Section 501(c)(3) of the Internal Revenue Code, and the motor vehicle must be used exclusively
for religious, charitable, or educational purposes.

This exemption was enacted in 1997.

An estimated 700 vehicles qualified for this exemption in fiscal year 2011.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $200,000 $200,000 $200,000 $200,000

TRUCKS, BUSES, AND VANS PURCHASED BY CHARITIES
Minnesota Statutes, Section 297B.03(11)

An exemption from the motor vehicle sales tax applies to the purohase of certain types of
vehicles by a corporation, society, association, foundation, or institution organized exclusively for
charitable, religious, or educational purposes. A public school, university, or library is not
eligible for the exemption.The exemption applies to trucks and buses and also to passenger
vehicles designed and used to carry more than nine persons including the driver. The vehicle
must be used primarily to transport tangible personal property or individuals, other than
employeesto whom the organization provides service.

This exemption was enacted in 2000 and was last changed in 2001.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $800,000 $900,000 $900,000 $900,000

14~



Motor Vehicle Sales Tax

2.16

JOB OPPORTUNITY BUILDING ZONE BUSINESSES

Minnesota Statutes, Section 297B.03(13)

An exemption from the motor vehictales tax is allowed for the purchase of a motor vehicle by

a qualified business located in a Job Opportunity Building Zone. The exemption applies if the
vehicle is principally garaged in the zone and is ysadarily as part of or in direct support of

the operations of the qualified business.

See Item 4.6for a description of the Job Opportunity Building Zone program.

This exemption was enacted in 20081 was last modified in 2006

Approximately 280 businesses are in the JOBZ program.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $200,000 $200,000 $200,000 $200,000

REDUCED PURCHASE PRICE

5.17

PRICE REDUCED BY VALUE OF TRADE IN
Minnesota Statutes, Section 297B.01, Suld.
When a motor vehicle is taken in trade as part payment on another motor vehicle, the selling price

is reduced by the amouat tradein value allowed. The 6.5% motor vehicle sales tax is applied
to the reduced price. This provision applies to both dealer sales and sales between individuals.

This provision was enacted in 1971.

Fiscal Yea Impact
2012 2013 2014 2015

All Funds $66,700,000 $69,400,000 $72,200,000 $75,100,000

14¢



Motor Vehicle Sales Tax

5.18 HANDICAPPED-ACCESSIBLE MODIFICATIONS
Minnesota Statutes, Sections 297B.01, Saith)
The value of modifications necessary to make a motor vehicle handicapped accessible is excluded
from the purchase price used for computing the motor vehicle tsale®n exemption from the

general sales taapplies to the parts and accessories used to modify a vehicle after it is purchased
(Item 454).

This provision was enacted in 1992.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $500,000 $500,000 $500,000 $500,000

PREFERENTIAL COMPUTATION

5.19 FLAT TAXES ON OLDER CARS AND COLLECTOR VEHICLES

Minnesota Statutes, Sections 297B.02, Subd. 2 aaad3297B.025

In lieu of the 6.5% motor vehicle sales tax, a flat tax of $10 is imposed on the transfer of a
passenger automobile that is in at least its tenth year of véifectnd has a resale value of less
than $3,000.

The transfer of a passenger automobildire truckthat is registered and licensed as a collector

vehicle (pioneer, classicpllector, street rodyr collector military vehicle) is subject to a flat tax

of $90 instead of being taxed at 6.5% of the purchase price. In order to be registered as a
collector vehicle, several requirements must be met, including the type and age of the vehicle.

Also, the vehicle must be owned and operated solely as acdilectori t em and not use
transportation purposes.

Compared to a tax of 6.5% of the purchase price, the $10 flat tax is lower for an older car sold for
more than $153, and the $90 tax is lower for a collector vehicle sold for more than $1,385.

The $10 flat tax on older cars was enacted in 1985. The $90 flat tax on collector vehicles was
enacted in 1988 and was last changed in 1995.

The tax on an estimat@d0,000 vehicles is reduced by these provisions each year.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $41,300,000 $42,900,000 $44,700,000 $46,400,000
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Highway Fuels Excise Taxes

CHAPTER 6: HIGHWAY FUELS EXCISE TAXES

Collections and History

The net revenues from the taxes on highway gasoline and special fuelsBd@mailion in fiscal year
2011 All revenues from these taxes go into ltighway UserTax Distribution Fund.

Minnesota first imposed an excise tax on highway fuels in 1925 at a rate of 2¢ per Gal@ralrate
increases have occurred since then. Theafa28¢ per gallorwas in effect from 1988 to 2008n 2008
the tax ratevas increased to 25@&nda surcharge was adopted, whiclB@sin fiscal year 2012 and 3.5¢
for fiscal year 2013 and thereafter. The total rate is 28¢ in fiscal year 2012 and 28.5¢ thereatfter.

An anrual permit fee applied to vehicles using alteinreafuels at various times from 1985 to 1995. In
1995 separate rates were enacted for liquefied petroleum gas, liquefied natural gas, and compressed
natural gas.The rates for alternative fuels were in@ed in 2008.

Tax Base

The tax base for the highway fuels excise taxes is motor fuel used in vehicles on Minnesota highways.
Therefore, it is not considered a tax expenditure when the tax does not applyotdodf to oubf-state

usage.

Computation of the Tax

The highway fuel tax rate isb2 per gallonplus the surchargeand is imposed on gasoline and special
fuels (diesel) used on Minnesota highways. Other rates apply to alternative fuels. Motor carriers based in

states other than Minnesgtay the road tax which isb2 per gallonplus he surchage for special fuel
purchased in another state and used on Minnesota highways.

14¢



Highway Fuels Excise Taxes

EXEMPTIONS

6.01

N
o
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TRANSIT SYSTEMS
Minnesota Statutes, Sections 296A.07, Subd., 4¢id 296A.08, Subd. 3(1)

The highway fuels excise taxes are not imposed on gaswlspecial fuel purchased by a transit
system or transit provider that receives financial assistance from the Metropolitan Council or the
Public Transit Subsidy Program. The exemption also applies to qualifying providers of medical
transportation services.

An exemption for transit systems owned by local governments was enacted in 1977. In 1990 the
exemption was extended to all systems receiving state financial assistance. This provision was
last changeih 1994.

About 260 transit systemand medical nsportation providers benefit fraims exemption.

Fiscal Year Impact
2012 2013 2014 2015

Highway User Tax

Distribution Fund $5,400,000  $5,500,000  $5,600,000  $5,700,000
MOTOR VEHICLES NOT REQUIRING REGISTRATION (SPECIAL FUELS)
Minnesota Statutes, Sections 296A.16, Subd. 2
The highway special fuels (diesel) tax is imposed on licensed motor vehitlies, are those
requiring registration. Vehicles not requiring registration include municipal fire apparatus, police
patrols, and ambulances, the appearance of which is unmistakable. Special fuel used in these
vehicles is exempt from the excise tax.
This provision was enacted in 1951.

An estimated 3,100 vehicles qualify for this exemption.

Fiscal Year Impact
2012 2013 2014 2015

Highway User Tax
Distribution Fund $800,000 $800,000 $800,000 $800,000

15C



6.03

Highway Fuels Excise Taxes

AMBULANCE SERVICES

Minnesota Statutes, Sections 296A.07, Subd., 289A.08, Subd. 3(2and 296A.09, Subd. 6

The purchase of gasoline or special fuel by a licensed ambulance service is exempt from the
motor fuels excise tax. Purchases of diesel fuel for municipal ambulances are covered by another

exemption (Item 6.02dnd are not included in the estimates for this provision.

This exemption was enacted in 2004.2005 it was extended to include aviation gasoline and jet
fuel used by licensed air ambulance services.

About500ambulances are covered by this exemption.

Fiscal Year Impact
2012 2013 2014 2015

Highway User Tax

Distribution Fund $300,000 $300,000 $300,000 $300,000
RECIPROCAL AGREEMENTS FOR OUT -OF-STATE PURCHASES
Minnesota Statutes, Secti@68D.02
In general, all gasoline and special fuels used in vehicles on Minnesota highways are subject to
the Minnesotahighway fuels excise taxes. Motor carriers based in states other than Minnesota
pay the road tax for special fuel purchased in another state and used on Minnesota highways.
This provision authorizes the Commissioner of Public Sategnter into a rdprocal agreement
with officials in another state under which motor carriers based in that state are exempt from
paying the Minnesota road tax if the other state exempts Minnkastal motor carriers from
paying that statebs road tax.
Currently Minnesda has limited agreements with North Dakota and Wisconsin.

This provision was enacted in 1961 and was last chandiD

Fiscal Year Impact
2012 2013 2014 2015

Highway User Tax
Distribution Fund * * * *
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CREDIT

6.05 BORDER AREA CREDIT

MinnesotaStatutes, Sections 296A.16, Subd. 5

A credit is allowed for gasoline and diesel fuel delivered to a qualified service station near the
state border if the Minnesota fuels excise tax rate is more than 3¢ per gallon higher than the tax
rate in the contiguous state. To qualify, the servidgostanust be located within 7.5 miles from

a service station in the contiguous state. The credit is equal)tthe number of gallons sold

mul tiplied by b) the Minnesota tax rate minus

No revenue loss was associawgth this provision for a number of years. In 2008 the Minnesota
excise tax rate was increased from 20¢ to 25¢ per gallon, and a{ihasiecharge was enacted.
The Minnesota tax rate, including surcharge, on gasoline and diesel fuel is 28¢ in Fa&n2012
28.5¢ in FY 2013and after The current tax rates for gasoline in the other states are: lowa 21¢,
North Dakota 23¢, South Dakot2® and Wisconsin(®9¢.

This provision was first enacted in 1981 as a rate reduction and was last changed iner®88 wh
was recodified as a tax credit

Fiscal Year Impact
2012 2013 2014 2015

Highway User Tax
Distribution Fund $300,000 $400,000 $400,000 $400,000
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Alcoholic Beverage Taxes

CHAPTER 7: ALCOHOLIC BEVERAGE TAXES

Collections and History

In fiscal year 21, the revenues from the alcoholic beverage taxes wten$flion for distilled spirits
$15.6 million for beer and %.5 million for wine. All revenues from these taxes are deposited iBttie
GeneralFund.

An excise tax was first imposed on alcoholic beverages in Minnesota in 1934. The initial rates were
60¢ per gallon for distilled spirits; $1 per barrel for 3.2% beer and $2 per barrel for strong beer; and wine
rates ranging from 10¢ to 60¢ per gallon. The tax rates were increased (and occasionally decreased) at
various times The current rates hayeeen in effect since 198With the exception of the separate rate for

cider which was enacted in 1998.

Tax Base

The tax base for the alcoholic beverages taxes is alcoholic beverages for human consumption which are
manufactured, imported, sold, or posszsin Minnesota. Therefore, the exemptions for alcohol used for
purposes other than human consumption are not tax expenditures, such as the exemption for alcohol used
in industrial production.

Computation of the Tax

The tax is paid by the wholesalerstlibutor, or manufacturer upon acquisition for sale within Minnesota.
The tax is based on volume, not price.

The tax rates are:

Beer: Alcohol by Weight Tax per Barrel of 31 Gallons

3.2% or less $2.40

More than 3.2% $4.60

Tax
PerLiter PerGallon

Distilled Spirits $1.33 $5.03
Wine: Alcohol by Volume

14% or less $.08 $ .30

More than 14% to 21% .25 95

More than 21% to 24% .48 1.82

More than 24% .93 3.52

Sparkling Wine 48 182
Cider: 0.5% to 7% alcohol $.04 $ .15
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Alcoholic Beverage Taxes

EXEMPTIONS

7.01 CONSUMER PURCHASES MADE OUT OF STATE

Minnesota Statutes, Sections 297G.07, Subd. 2

A person entering Minnesota from another state may have in possession one liter of distilled
spirits or wine 0288 ounce®f beer without paying thalcoholic beveragexcise tax. A person
entering Minnesota from a foreign country may have in possessir liters of distilled spirits or

wine or 320 ounce®f beer without paying the Minnesota excise tax. The alcoholic beverage
must accompany the person into the state and cannot be sold or used commercially.

This provision was enacted in 1947 andswast changed in 199

Fiscal Year Impact

2012 2013 2014 2015
State General Fund $200,000 $200,000 $200,000 $200,000
7.02 HOME PRODUCTION AND USE
Minnesota Statutes, Section 297G.07, Subd. 1(6)
Beer naturally brewed or fruit juices naturally fermented in the home for family use are exempt
from the alcoholic beveragecisetaxes.
This exemption was first authorized by statute in 1957 and was last changéd.in 19
Fiscal Year Impact
2012 2013 2014 2015
State General Fund * * * *
7.03 SALES TO FOOD PROCESSORS AND PHARMACEUTICAL FIRMS

Minnesota Statutes, Section 297G.07, Subd. 1(8)

Alcoholic beverages sold tan authorized manufacturer of food products oagsharmaceutical
firm are exempt from the alcoholic beverageisetaxes. The alcoholic beverage must be used
exclusively in the manufacture of food products or medicines.

This exemption was first codified in 19&8dwaslast changed in 1997

Fiscal Year Impact
2012 2013 2014 2015

State General Fund * * * *

*Less Than $50,000 154
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7.04 CONSUMPTION ON BREWERY PREMISES
Minnesota Statutes, Section 297G.07, Subd. 1(4)
Beer that is served by a brewery at no charge fepremise consumption or is distributed to
brewery employees for goremise consumption under a labor contract is exeingm the
alcoholic beveragexcise tax.

This provision was enacted in 1941 and was last change®ih 19

Fiscal Year Impact
2012 2013 2014 2015

StateGeneral Fund * * * *

7.05 WINE FOR SACRAMENTAL PURPOSES
Minnesota Statutes, Sections 297G.07, Subd, a6d) 340A.316
Sales of wine to a minister, rabbi, or priest of a churabtioerestablished religious organization
exclusively for sacramental purposee not subject to trecoholic beveragexcise tax.
This provision was adopted in 1937 and was last change®if 19
Fiscal Year Impact
2012 2013 2014 2015
State General Fund * * * *
7.06 SHIPMENTS OF WINE FOR PERSONAL USE

Minnesota Statutes, Sect®297G.07, Subd. 1(5and 340A.417

An exemption from thalcoholic beveragexcise tax is allowed for winghippedto a Minnesota
resident from a winery licensed Minnesota or anothestate. Thevine must be for personal use,

and no more than two cases of wine containing a maximum of nine liters per case can be shipped
to any resident in a calendar year.

This exemption was enacted in 19981 was last changed in 2005

Fiscal Year Impact
2012 2013 2014 2015

State General Fund * * * *

*Less Than $50,000 15¢&



Alcoholic Beverage Taxes

CREDIT

7.07 CREDIT FOR SMALL BREWERS

Minnesota Statutes, Section 297G.04, Subd. 2

A credit is allowed to a brewer who manufactures less than 100,000 barrels of beer in the calendar
year preceding the year famhich the credit is claimed. The credit is $4.60 per barrel on 25,000
barrels sold in a fiscal year, with a maxi mum
$115,000.

The credit was enacted in 1988d was last changed in 199A credit fa beer produced and
sold in Minnesota had been in effect from 1973 to 1985.

Seventythreebreweries qualified for this credit in 20.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $600,000 $600,000 $600,000 $600,000
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Cigarette and Tobacco Taxes

CHAPTER 8: CIGARETTE AND TOBACCO TAXES

Collections and History

In fiscal year 2Q1, cigarette tavand feerevenues were3¥7 million and tobacco products tand fee
revenues were4® million. Thecigarette taxevenuegrom theexcisetax of 48¢ per pack go to the State
GeneralFund, after annual payments of $22,250,060 the Academic Health Center Special Revenue
Fund and $8,550,00@0 the Medical Education and Research Costs Account in the Special Revenue
Fund. Beginning in fiscal year 2012, the $8,550,000 is reduced to $3,937/68&nues from the ilieu

sales @x also go to th&tate General FundThe revenues from the 75igarettefee go to the Health
ImpactFund. Revenues from the tobacco products tax go to the State Genera| dfulidvenues from

the tobacco products fee gothe Health Impact Fund.

The cigarette tax was enacted in 1947 at a rate of 3¢ per pack. The tax rate was increased several times
and has been 48¢ since 1992. Cigarettes were first subject to the general sales tax lim 2082.an
additional fee of 75¢ per pack was enact@dso, cigarettes were exempted from the sales tax and made
subject to an iieu tax at the wholesale level. The rate is adjusted annually &3 iper packfor

calendar year 2012

The tobacco products tax was enacted in 1955 at a rate of 15% ohdfesale price. The rate was
increased to 20% in 1959, to 25% in 1985, and it has been 35% since 1987. Tobacco products have been
subject to the general sales tax since it was enacted in 1862005 an additional fee of 35% of
wholesale price was ertad for other tobacco products.

Tax Base

The tax base is essentially the same for the cigareti@nthfeeand the tobacco products tard fee It

is the sale of cigarettes or tobacco products in Minneséiao included in the tax base is the use or
storage in Minnesota of cigarettes or tobacco products if the Minneso@ntbhtee werenot paid
previously. Although the jurisdictional tax base is the same for dig#retts and tobacco productthe
cigarette taxand fee ardased on volume, and the tobaccoaas fee ardased on wholesale price.

Computation of the Tax

Thetotal of the cigarette taxand feeis $1.23per pack of twenty cigarettes. The t@xd fee argaid by
the distributor by purctsing stamps that are affixed to the packagegot&l use and storage thiee of
$1.23per pack is imposed on cigarettes that are used or stored in Minnesota, on whiclatikféakad
not previously been paid (unstamped packagds)addition, the iflieu sales tax is imposed on each
pack, which is adjusted annually and is curreB#l§ per pack.

Thetotal of thetobacco products taand feeis 70% of the wholesale price. The tard fee aremposed

on all tobacco products, except cigarettes, and include cigars, smoking tobacco, and chewing tobacco.
The taxand fee argaid by the distributor. A use and storagéeftexof 70% of the cost is imposed on
tobacco products that are used or stareMinnesota on which the taand feehad not previously been

paid.



Cigarette and Tobacco Taxes

EXEMPTION

8.01

CONSUMER PURCHASES MADE OUT OF STATE
MinnesotaStatutes, Sections 297F.06, Subd. 3 arahd 256.9658, Subd. 6

Use and storage tag andfees equal to the cigaretter tobacco products excisaxes and fees

are imposed on consumers in possession of cigarette®bacco productef the Minnesota

excise taes and fees weraot previously paid. Limited quantities in the possession of a
consumer are exempt from the tax if brought into Minnesota by the consumer. The exemption
applies tocigarettes if 200 or fewer are in the possession of the consuBigars andother

tobacco products in the possession of the consumer are exempt if the aggregate cost in any
month is $0 or less.

The exemption for cigarettes was enacted in 1949 and was last revised in 1973. The exemption
for tobacco products was enacted in 195he exemptions were extended to the nesvigcted

fees in 2005.In 2008 the exempt amount for tobacco products wascestifrom $100 to $50

per month.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $13200,000 $13300,000 $13400,000 $13500,000

15¢



Mortgage Registry Tax

CHAPTER 9: MORTGAGE REGISTRY TAX

Collections and History

In fiscal year 2Q1, state revenues from the mortgage registry tax w@®@arlllion. The tax is collected
by each county. Three percent of the proceeds of the tax are deposite@annineRevenue Fad, and
97% goes to th&tate GeneralFund.

Minnesota enacted a mortgage registry tax in 1907 at a rate of 50¢ for each pdi66ipdl debt secured

by a mortgage of real property. In 1945 the rate was changed to 15¢ for each $100 of su&nciebt

1987 the tax has been 23¢ for each $100 of principal debt, although the rate is now restated as 0.23%. In
2001 the liability fo the tax was changed from the mortgagee (lender) to the mortgagor (borrower)

Tax Base

The tax base is the amount of principal debt secured by a mortgage of real property within Minnesota.
Only registered mortgages are within the tax base. Althoughasitoia mortgage in some respects, a
contract for deed is not a mortgage because the debt is not secured by real property.

Computation of the Tax

The mortgage registry tax is 0.23% of principal debt which is secured by any mortgage of real property

within Minnesota and which is recorded or registered. The liability for the tax is on the mortgagor. The
tax is paid to the county treasurer at or before the time of filing the mortgage for record or registration.



Mortgage Registry Tax

EXEMPTIONS

9

.01

o

N

AGRICULTURAL LOANS

Minnesota Statutes, Section 287.04(i)

An exemption from the mortgage registry tax is allowed for an agricultural mortgage if the
proceels are used to acquire or improve real propbidy isclassified as agricultural for property
tax purposes.The estimates exclude mortgages taken by federal agdresasisdederal law
prohibits taxation by the state.

This exemption was enacted in(20

Fiscal Year Impact
2012 2013 2014 2015

All Funds $400,000 $400,000 $500,000 $500,000

GOVERNMENT HOUSING PROGRAMS
Minnesota Statutes, Section 287.04(f)

An exemption from the mortgage registry tax is allowed for a mortgage loan made under a low
and moderate income or other affordable housing program if the mortgagee is a federal, state, or
local government agency. The estimates exclude mortgages taken by federal agencies where
federal law prohibits taxation by the state.

This exemption was enacted in 2001. Prior to that time, these mortgages were exempt under a
general exemption for loans by gonment agencies.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $900,000 $900,000 $900,000 $900,000
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DeedTransfer Tax

CHAPTER 10: DEED TRANSFER TAX

Collections and History

State revenues from the deed transfer tax we&adllion in fiscal year 2Q1. Each county collects the
tax, and 3% of th proceeds is depositagdthe @unty RevenueFund and 97% in th8tate GeneralFund.

Minnesotaenacted a deed transfer tax in 1961 at a rate of $1.10 for consideration of $1,000 or less plus
55¢ for each $500 in excess of $1,000. In 1967 the rates were doubled to $2.20 and $1.10. Since 1987
the rate has been $1.65 for consideration of $500 ergks $1.65 for each additional $500. If the
consideration exceeds $500, the tax is now restated as 0.33% of consideration.

Tax Base

The tax base for the deed transfer tax is the granting, assigning, transferring, or otherwise conveying of
real estatdy deed or instrument.

Computation of the Tax

When the consideration is in excess of $500, the tax is 0.33% of consideration. The tax is a flat $1.65 in
severalsituations includingtransfers made by instruments pursuant to mergers, consolidatiass,@sal
transfers of substantially all of the assets of entities pursuant to plans of reorganization; transfers made
with no consideration; or transfers made with consideration of $500 or less.

The person who grants, assigns, transfers, or conveys rat¢ estliable for the tax. The deed or

instrument cannot be recorded or registered unless the tax is paid or the transaction is exempt. The tax is
paid to the county at the tintke deed or instrument is recorded
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Deed Transfer Tax

EXEMPTIONS
10.01 PROPERTY PARTITIONED BETWEEN CO-OWNERS
Minnesota Statutes, Section 287.22(9)

A deed to or from a cowner partitioningundivided interest in the same piece of property is
exempt from the deed transfer tax.

This provision was enacted in 1984.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * * *

10.02 DISTRIBUTION SBY PERSONAL REPRESENTATIVES
Minnesota Statutes, Section 287.22(8)
A deed of distribution by a personal representative is exempt from the deed transfer tax.
This provision was enacted in 1975.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * * *

10.03 CEMETERY LOTS
Minnesota Statutes, Section 287.22(7)
A deed transferring one or more cemetery lots is exempt from the deed transfer tax.
This provision was enacted in 1961.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $100,000 $100,000 $100,000 $100,000
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Deed Transfer Tax

10.04 EXCHANGE OF PERMANENT SCHOOL FUND LANDS
Minnesota StatuteSection 287.22(10)

A deed or other instrument issued pursuant to a permanent school fund land exchange is exempt
from the deed transfer tax.

This exemption was enacted in 1991.

Fiscal Year Impact
2012 2013 2014 2015

All Funds * * * *

10.05 MORTGAGE OR LIEN FORECLOSURE SALES
Minnesota Statutes, Section 287.22(11) and (12)

A refereeds or slbiaamoitdagesr liendoretidsdre salaig exempt from the

deed transfer t ax. Al so exempt is a referee
redemption from a mortgage or lien foreclosure sale issued to the redeeming mortgagor or lien
holder.

These provisions were enacted in 1993.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $12,700,000 $10,300,000  $7,600,000  $5,100,000

10.06 DECREE OF MARRIAGE DISSOLUTION
Minnesota Statutes, Section 287.22(14)
The transfer of one spouseds interest in real
transfer tax if the transfer is by decreenadirriage dissolution, or if the transfer is by deed or
other instrument made pursuant to the decree.

This exemption was enacted in 1997.

Fiscal Year Impact
2012 2013 2014 2015

All Funds $300,000 $300,000 $300,000 $300,000

*Less Than $50,000 163






Lawful Gambling Taxes

CHAPTER 11: LAWFUL GAMBLING TAXES

Collections and History

In fiscal year 2Q1, revenues from the lawful gambling taxes wet@. $million from the tax on puitabs
and tipboards$1.8 million from the tax on bingo, raffles, and paddlewhgatsd #7.5 million from the
combined receipts tax. The proceeds from these taxes are depositeftie@eneralFund.

The lawful gambling tax was enacted in 1984 and covered bingo, raffles, paddlewhegthgudind
tipboards. Initially the tax was 10% gfoss receipts less prizes for all types of lawful gamblifgat
tax now applies only to bingo, raffles, and paddlewhe@lse rate was reduced to 9.5% in 1998, 9% in
1999, and 8.5% in 2000.

A separate tax on pulabs was enacted 1986, and thatwas extended to tipboards in 1988. In 1989 an
additional tax was imposed on the combined receipts of an organization frotalgsubind tipboards.
The tax rate$or both taxesvere reduced in 1998999, and 2000.

Tax Base
The tax base is lawful gambfj authorized by statute.
Computation of the Tax

Lawful gambling is allowed only by qualifying organizations which are licensed by the Gambling Control
Board or which are exempt from licensing by statute. The organization must be a fraternal, religious,
veterans, or other nonprofit organization. Organizations which are exempt from licensing are also exempt
from the tax. The profits from lawful gambling must be used for the purposes specified by statute.

The taxon bingo, raffles, and paddlewheelBi$%of gross receipts less prizes actually paid out.

The tax on pll-tabs and tipboards is 1.7% of the face resale value of all théapslior tipboards in each

deal A Adeal 6 is defined as each separ adnegampect kage,
pull-tabs or tipboards. The tax is paid ttwe organization tohe licensed distributpand the distributor

remits the tax to the state

Organizations are subject to a tax on their gross receipts frortapalband tipboards. The taxngposed
on the fiscal year combined receipts of the organization according to the following graduated rate
schedule:

Fiscal Year
Combined Receipts Tax Rate
First $500,000 0%
$500,001 - $700,000 1.7%
$700,001 - $900,000 3.4%
Over$900,000 51%

165



Lawful Gambling Taxes

EXEMPTIONS

11.01 BINGO AT CERTAIN ORGANIZATIONS
Minnesota Statutes, Sections 297E.02, Supdn@ 349.166, Subd. 1(b)
An exemption from the lawful gambling tax is allowed for bingo conducted within a nursing
home or a senior citizen housing project or by a senior citizen organization if certain conditions
are met The prizes for a single binggamecannot exceed $10otal prizes awarded at a single
bingo occasiomamot exceed $2Q@nd no more than two bingo occasions are held each week.

This provision was enacted in 1985.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund * * * *

11.02 BINGO AT FAIRS AND CIVIC CELEBRATIONS
Minnesota Statutes, Sections 297E.02, Supan@ 349.166, Subd. 1(a)(1)
The lawful gambling tax is not imposed on bingo conducted by an organization in connection
with a county fair, the state fair, or a civic celebration. To qualify, the bingo cannot be conducted
for more than twelve consecutidgaysand no more than four applications can be applied for and
approvedn a calendar year.

This exemption was enacted in 1984.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund * * * *

11.03 INFREQUENT BINGO OCCASIONS
Minnesota Statutes, Sections 297E.02, Supan@ 349.166, Subd. 1(a)(2)
An exemption from the lawful gambling tax is allowfmt bingo conducted by an organization
which conducts four or fewer bingo occasions in a calendar year. This exemption does not apply

if the organization holds a lawful gambling license. For example, if an organization holds a
license for pultabs, it @nnot conduct bingo under this exemption.

*Less Than $50,000 16¢€
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This exemption was enacted in 1984 last changed in 2006

Fiscal Year Impact
2012 2013 2014 2015

State General Fund * * * *

11.04 SMALLER RAFFLES
Minnesota Statutes, Sections 297E.02, Supadn@ 349.166, Subd. 1(c)

If the value of all raffle prizes awarded by an organization calandar year does not exceed
$1,5, then the raffles of that organization are exempt from the lawful gambling tax.

This provision was enacted in 198 2003 the prize limit was increased from $750 to $1,500.
About 1,0000rganizations benefit froriis provision.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $200,000 $200,000 $200,000 $200,000

[EEN
[EEN
&

LAWFUL GAMBLING UNDER CERTAIN CONDITIONS

Minnesota Statutes, Sections 297E.02, Supan@ 349.166, Subd. 2

All types of lwful gamblingareexempt from the lawful gambling taxes if certain conditions are
met To qualify,the organizationmustconduct lawful gambling omo more tharive days in a
calendar year andamot award more than $50,000 in prizes for lawful gambling in a calendar
year.

This exemption was enacted in 1986.

About 2,300 organizationbenefit fromthis exemption

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $1,600,000  $1,600,000  $1,600,000  $1,600,000

*Less Than $50,000 167
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CREDIT

11.06 CREDIT FOR CERTAIN RAFFLES
Minnesota Statutes, Section 297E.02 Subd. 2a
An organization may claim a credit against the lawful gambling tax equal to the tax resulting
from a raffle if the net proesls have been used exclusively to relieve the effects of poverty,
homelessness, or physical or mental disability for an individual or family.
This credit was enacted in 2000.

Fewer tharfifty claimsarefiled annuallyfor this credit.

Fiscal Year Impact
2012 2013 2014 2015

* * *

State General Fund *

*Less Than $50,000 16¢



Insurance Premiums Taxes

CHAPTER 12: INSURANCE PREMIUMS TAXES

Collections and History

In fiscal year 2Q1, the revenues from the insurance premiums taxes totak&ndillion. The proceeds

from the taxes on health maintenance organizations and nonprofit health service plan corporations are
deposited in thélealthCare Access-und The proceeds from the surcharge on fire safety premiums are
deposited in the Fire Accatiin the Special Revenue Fundrhe proceeds from the other taxes are
deposited in theState GeneralFund. Aids are paid to local fire and police departments based on the
amount of tax from certain types of insurance.

A tax on insurance premiums wassfirenacted in Minnesota in 1868 at a rate of 2% of the premiums
received by foreign (neMinnesota) insurance companies. In 1872 the tax was extended to domestic
(Minnesota) companies. The basic rate remains at IB2%2005 a phagkin reduction of theax rate on

life insurance was adopteand the rate on life insurance is now 1.5%

In 1913 the fire marshal tax was enacted at a rate of 0.375%, and the rate was increased to 0.5% in 1937.

In 2006 the fire marshal tax was repealadd a 0.65% surcharge a s enacted on h ome
commercial fire, and commercial nonliability insurance policigs.1934 a surcharge was enacted at a

rate of 2% on fire, lightning, and sprinkler leakage premiums on property located in cities of the first

class. The rateemains at 2%, and the surcharge is in addition to other taxes. A tax on surplus lines
insurance premiums was enacted in 1963 at a rate of 2%, and the rate was increased to the current 3% rate

in 1978. In 1992 a 1% premiums tax was imposed on previeesgmpt health maintenance
organizations and nonprofit health service plan corporations.

Tax Base

For purposes of this study, the tax base is defined as gross premiums less return premiums received by
domestic and foreign insurance companies on all dingginess in Minnesota.

Computation of the Tax

The 2% premiums tax is imposed on the gross premiums less return premiums received by domestic and
foreign insurance companies on all direct business in Minnesota. A domestic company is one which is
incorpaated in Minnesotaand a foreign company is one which is incorporated in another state or
country. The tax rate on life insurance is 1.5%, and lovates apply to smaller mutual property and
casualty insurance companies.

Health maintenance organizatis and nonprofit health service plan corporations are subject to a 1% tax
on their gross premiums less return premiums received.
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EXEMPTIONS

12.01

FRATERNAL BENEFIT SOCIETIES

Minnesota Statutes, Section 2971.15 Subd. 10

Fraternal benefit societies or associations are exempt from the Minggestapremiums tax.
These societies are nonprofit, charitable organizations which provide life, siclareisr
accident benefits for their members and their beneficiaries.

This exemption was enacted in 1907 and was last changed in 1985.

Thirty-eightfraternal benefit societies did business in Minnesota .20

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $4900,000  $5,000,000  $5,200,000  $5,400,000

FARMERSG6 MUTUAL AND TOWNSHI P MUTUAL FI RE | NSUR
(SURCHARGE ON FIRE SAFETY PREMIUMS)

Minnesota Statutes, Section 298.8ubd.2(a)

Farmerso6é6 mutual i nsurance companies and towns
from the surcharge on fire safety premiumgll other insurance companies doing business in
Minnesota are required to pay tharchargewhich is 065% of premiums andsaessmentfor
homeownersd insurance policies, commerci al fir
policies

This exemption was enacted in 2006 when the surcharge on fire safety premiums was enacted. It
replaced the exemption from the firarshal tax whichvasenacted in 1915.

In 2010, 85 insurance companiegialified forthis exemption.

Fiscal Year Impact
2012 2013 2014 2015

Special Revenu€&und $400,000 $400,000 $400,000 $500,000
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12.03 MINNESOTA COMPREHENSIVE HEALTH INSURANCE PLAN
Minnesota Statutes, Section 2971.15, Subd. 8

The Minnesota Comprehensitealth Association (MCHA) was established by state law to
provide health insurance coverage to high risk persons. Premiums received by the writing carrier
for the MCHA plan are exempt from the gross premiums tax.

Beginning in 2014MCHA will be affectedby the new federal health care law. Because the
federal law will prohibit the denial of insurance due to-@xésting conditions, it is possible that
MCHA will not be issuing new insurance.

This exemption was enacted in 1976 as part of the MCHA |égisla The exemption was
repealed in 1987 but was-emacted in 1988.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $2,500,000  $2,500,000  $2,600,000  $2,600,000

REDUCED RATES

12.04 HEALTH MAINTENANCE ORGANIZATIONS AND NONPROFIT HEALTH SERVICE
PLAN CORPORATIONS

Minnesota Statutes, Section 2971.05, Subd. 5

Sever al sources of revenue fund Mi nnesot ads
including a 1% premiums taxwhich is imposed on health maintenance organizations and
nonprofit health service plan corporationBhe tax expenditure measures tierence between

the 1% taxandthe 2% tax that applies generally to insurance premiums.

Prior to legislation enacted in 1992, these entities were exempt from the premiumariax.
exemption from the premiums tax for nonprofit health service plarocatipns was enacted in

1971, and an exemption for health maintenance organizations was enacted in 1973. A 1%
premiums tax was enacted on these entities in 1992, effective January 1, 1996, and was imposed
in 1996 and 1997.A series of law changes resultin the tax not being imposed from 1998
through 2003. The provision was last changed in 2008n exemptions were eliminated for
premiums paid under medical assistance, general assistance medjaid¢éMeénesotaCare

Nine health maintenance orgaations and three nonprofit health service plan corporations do
business in Minnesota.

Fiscal Year Impact
2012 2013 2014 2015

Health Care Access Fund $65,600,000 $72,400,000 $77,500,000 $84,100,000
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12.05 SMALLER MUTUAL PROPERTY AND CASUALTY INSURANCE COMPANIES
Minnesota Statutes, Section 2971.6bbd.2, 3, and 4

Atax rate of 1% applies to the premiums of f
companies and to mutual property and casualty insurance companies with total assets of
$5million or less. A tax rate of 1.26% applies to the premiums of other mptaperty and

casualty companies with total assets of $1.6 billion or less on December 31, TA8%ax

expenditure measures the difference between these rates and the 2% rate that applies generally to
insurance premiums.

From 1905 to 1987, mutual pregly and casualty insurance companies paid the 2% gross
premiums tax omnly their fire, lightning, and sprinkler leakage premiums and were exempt from
paying the tax on all other types of premiums. In 1987 the exemption was repealed. In 1988 the
rate oftax was phased down to 0.5% for 1992 and affdére current rates were adopiadl995

These provisions were last changed in 2005.

The reduced rates ajgdi to 144 mutual insurance companies2010.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $9,000,000  $9,200,000  $9,500,000  $9,800,000

[EEN
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LIFE INSURANCE

Minnesota Statutes, Section 2971.85ibd.14

Thetax ratefor life insurance premiums i6.5%. The tax expenditure measures the difference
betweerl.5% andhe general rate of 2%.

In 2005 the tax rate for life insurance was phased down from 2% to 1.5% over four years.
Approximately 30 life insurance companies benefit from this provision.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $10,400,000 $10,700,000 $11,000,000 $11,400,000
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PREFERENTIAL COMPUTATION

12.0¢ SMALLER MUTUAL PROPERTY AND CASUALTY INSURANCE COMPANIES
(SURCHARGE ON FIRE SAFETY PREMIUMS)

Minnesota Statutes, Section 298,.8ubd.2(b)

Mutual property and casualty companies that qualify fdoveer tax rate on their premiums
(tem12.06) have the option of paying the smaller of the 0.65% surcharge on fire safety
premiums or the 0.5% fire marshal tax.

The 0.65% surcharge on fire safety premiums I
insurance policies, commercial fire policies, and commercial nonliability insurance policies. The
0.5% fire marshal tax was imposed on gross fire premiuim®006, the 0.5% fire marshal tax

was repealed and replaced by the 0.65% surcharge on fire saf@iyimpee At the same time,

smaller mutual property and casualty insurance companies were given the option of paying the
smaller of the new surcharge or the equivalent of the fire marshal tax. The tax expenditure
measures the benefit these companies rehlizehoosing to payhe equivalent of the 0.5% fire

marshal taxcompared tahe surchargeOther insurance companies must pay the surcharge.

This provision was enacted in 2800
In 2010, 37 companies benefited from this provision.

Fiscal Year Impact
2012 2013 2014 2015

Special Revenu&und $400,000 $400,000 $400,000 $400,000

CREDITS
12.88 CREDIT FOR GUARANTY ASSOCIATION ASSESSMENTS

Minnesota Statutes, Section 2971.20

An insurance company is allowed a credit against the premiums tax based on guaranty association
assessments paid in one or mprior years.

When an insurance company becomes insolvent, any amounts that remain unpaid to its
policyholders are paid through assessments that are imposed on solvent companies by a guaranty
association. One guaranty association is authorized by ktitemdaw to make assessments for

property and casualty companies and another for life and health companies. When an insurance
company pays an assessment to either of these associations, a credit equal to 20% of the
assessment is allowed for each ofthedi s ubsequent years. I f the cr
premiums tax for that year, the excess may be carried forward.

This credit was enacted in 1994.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund $0 $400,000 $1,100,000  $1,800,000
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12.0® HISTORIC STRUCTURE REHABILITATION CREDIT

Minnesota Statutes, Section 2971.20

A credit is allowed equal to the federal crddit qualifying expenditures to rehabilitate a certified
historic structure. The federal credit is a nonrefundable income tax credit equal to 20% of the
qualifying expenditures. The state credit is a refurel@bédit equal to 20% of the qualifying
expenditures and may be taken against the corporate franchise tax, individual income tax, or
insurance premiums tax. The state credit may be assigned to another taxpayer.

Qualifications for the credit ardetermined under the provisions of Section 47 of the Internal
Revenue Code. A historic structure must be either individually registered in the National
Register of Historic Places or certified by the Secretary of the Interior as having historic
significarce and located in a registered historic district. Private residences are not eligible
because the structure must be used in a trade or business or be-pnoduténg property.
Rehabilitation expenditures must exceed the greater of $5,000 or the adyastedof the
building. Costs to acquire a building or to enlarge a building do not qualify.

The developer of the project must apply for the credit to the State Historic Preservation Office of
the Minnesota Historical Society before rehabilitation begifite credit is allowed after the
application is approved and the project is completed.

A grant equal to 90% of the credit may be issued in lieu of the credit. Grants are not included in
the estimates because they are included in the state budgetca&xirenditures.

This credit was enacted in 2010, effective for construction contracteeéimér after May 1,
2010. The provisions generally expire after fiscal year 2015.

Fiscal Year Impact
2012 2013 2014 2015

State General Fund = emmmeemmmemmeeeee See Item 2.37 for estimates
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CHAPTER 13: PROPERTY TAX

Collections and History

Net local property tax collections were7® billion for property taxes payable in 20 The property tax
is collected by the counties and is distributed to the londb of government which impose the tax
counties, cities, townships, school districts, and special taxing districts.

In addition to the local tax, a state general property tax is levied on commercial, industrial, and seasonal
recreational property. Ehtax is collected by the counties and remitted to the sRésenues from the
state property tax were $767 million in fiscal year 2011. The revenues go to the State General Fund.

The property tax was already in place when the first book of statutesamapiled for the Territory of
Minnesota in 1851. The classification system was enacted in 1913 with four classes of property. In 1933
the number of classes was expanded to provide preferential treatment for homestead property.

In 1967 the state proggrtax levy was eliminated, and a portion of the revenues from the tenalsted
sales tax was distributed to local units of government. Thestédehomestead credit, the rent credit,
and the senior citizen credit also were enacted in 1967.

Changes irthe treatment of business personal property began in 1967 when livestock and farm machinery
were exempted, and businesses were given the option to have either their inventories or their tools and
machinery exempted. In 1971 the exemption for businespepyowas expanded to include all
inventories, tools, and machinery. Commercial and industrial equipment attached to and considered as
real property, known as attached machinery, was exempted in 1973.

In 1971 levy limitations and local government aidsr&venacted which were important in determining the
amount of the property tax levy. Modifications have been made to both of these programs since that time.
Beginning with taxes payable in 1993, the general levy limit for county and city governments was
repeal ed, -amnax at ifdmutshrystem of reporting proposed
hearings was established.emporary ¢vy limitations for counties and for cities with population over

2,500 wereadoptedor taxes payable in 2000, 2Bthrough2004 and 2009hrough2011

In 1988 several provisions were enacted that significantly altered features of the property tax system.
Assessed value, calculated by multiplying classification percentages times estimated market value, was
replacedby tax capacity. Tax capacities are based on class rates applied to market values, and local tax
rates now are expressed as percentages of total tax capacity in a taxing area, rather than as mill rates.

A change enacted in 1991 specified that refanentévies are spread against market value instead of tax
capacity, which is referred to as referendum market value. Since that time the market value against which
referendum levies are spread has been reduced for certain agricultural and other property.

In 2001 the statdetermined general education levy was eliminated, and a state general property tax was
enactedandis imposed omnly commercial, industriabnd seasonal recreational property.
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Tax Base

The tax base for thproperty tax is the market value of real property. Generally, market value is the
estimated selling price of the property. Other approaches to determining market value are considered to
be substitutes for selling price and, therefore, are not consittebedtax expenditures.

It should be noted that the impact of a property tax expenditure affects the distribution of the tax rather
than the total yield of the tax. The fiscal year impact represents a shift in tax burden rather than a
reduction in revenel An exemption, class rate, or other preferential provision lowers the total tax
capacity and results in a higher tax rate applicable to all taxable property. Although the total yield from
the tax is not affected, the tax is shifted from preferentinbtypreferential property.

Computation of the Tax

The taxable amount (tax capacity, which is market value times the class rate, or referendum market value)
is determined by statute. The total yield of the tax is determined by the unit of govermhiemt

imposes the tax. The governing body of the local unit, such as the school board, the county board, or the
city council, determines the amount of the levy and in so doing must take into account many factors,
including the level of services providedandated programs, debt service, any levy limitations, and other
sources of revenue such as local government aids. Specified state aids are subtracted from the levies
certified by taxing districts to determine the final levy based on tax capacity.

The final levy based on tax capacity is divided by the total taxable tax capacity of the taxing district to
determine the districtbés | ocal tax rate. For ea
local tax rate of the county, city or townshgghool district, and any special taxing districts to determine

the gross tax.

The referendum | evy is divided by referendum mar k
market value tax rate. For each parcel, the referendum market vahudigied by the referendum tax

rate for the school district and any other district applicable to that property. The referendum and tax
capacity taxes are combined to obtain the total gross tax on the parcel.

Net tax is determined by subtracting fromogs tax any applicable credits, including disaster credit,
powerline credit, agricultural preserves credit, enterprise zone credit, disparity reduction credit,
conservation tax crediggriculturalmarket value credit taconite homestead credit, and daepgental
homestead credit.

Additional tax relief is provided to qualifying homeowners and renters through the property tax refund.

The property t akxr eaelfamd prsoq@r d@milraue d7%ofrentpaide net |
and on householsh¢ome, with the amount of refund phasing out as income increases. Another refund is
available to homeowners whose net property tax increases by more2ftafioin the previous year.

These refunds are paid directly to claimants by the sflitey are lised on the expenditure side of the

state budget and therefore are not included in this report.
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EXEMPTIONS
13.01 EXEMPT REAL PROPERTY
Minnesota Situtes Sections 272.02

Propertythat isexempt from the property tax by statigeéncluded in the estimates belowhe
estimatesdo not includeproperty that is exempt under either the Minnesota Constitution or
federal lawincluding churches, academies, colleges, universities, and Indian reservations.

Since 1926county assessors have been required to value exempt real property every six years.
The most recent valuation of exempt property took pla@d10. The estimates areabed on the

2010 values with growth assumed in the subsequent yedise class ratefor commercial
industrial propertyof 2.0% was used A statewide average tax capacity rate was computed or
estimated for each year to arrive at the estimated net projertiigures shown below. In
computing the estimates, the tax rates were adjusted to take into account the additional taxable
value that would result if the property were not exempt.

The estimates include only real property becasmpt personal propg is not required to be
valued. Most personal property is exempt, includimgusehold goods, commercial and industrial
personal property (tools, machinery, inventories), farm machinery and livestock, agricultural
products, and attached machinery.

Certain types of property have been exempt from taxation since at least 1851 when the first book
of statutes was compiled for the Territory of Minnesota. The exempt property provisions were
last changed in 20

Fiscal Year Impact

Type of Property 2012 2013 2014 2015
Elementary an®econdary
Schools $359,600,000 $383,700,000 $406,700,000 $431,100,000
PublicBurial Grounds 6,700,000 7,200,000 7,600,000 8,100,000
Hospitals 107,900,000 115,100,000 122,000,000 129,300,000
Charitablelnstitutions 65,600,000 69,900,000 74,100,000 78,600,000

Federal an@tateForests,
Parks, andVildlife Refuges 119000,000 127,000,000 134600,000 142,700,000
Public PropertyUsed for
Public Purposes 677,400,000 _ 722,800,000 766,200,000 _ 812200,000

Totali Local Units
of Government $1,336,200,000 $1,425700,000 $1,511,200,000 $1,602,000,000
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13.® JOB OPPORTUNITY BUILDING ZONE PROPERTY

Minnesota Statutes, Section20@2 Subd. @

An exemption from the property tax is allowed for improvements to Class 3 commercial and
industrial real and persongtoperty hat is in a Job Opportunity Building Zone if the occupant of
the progrty is a galified business. The exemption does not applthtoland, property that was

in place before the business subsidy agreement was signed, or to certain deblesggicEhe
exemption applies to both the local property tax and the state property tax.

Ten Job Opportunity Building Zones have been designated by the Commissioner of Employment
and Economic Development, effective January 1, 2004. The maximum ducht® zone is
generallytwelve years. Zones must be outside the seeeimty metropolitan area, and each zone

may contain up to 5,000 acres and can be divided into separate noncontiguous subzones. Also
included in the program are up to five AgricultuPabcessing Facility Zones.

These provisions were enacted in 2003 w&ecklast changed in 2007.

Fiscal Year Impact
2012 2013 2014 2015

State and.ocal Units
of Government $15,100,000 $15,500,000 $15,900,000 $16,600,000

DI SABLED VETERANSOG HOMESTEADS

[EEN
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Minnesota Statutes, Section 273.58bd. 34

A homestead owned by a military veteramil®wed an exclusion in determining taxable market
value if the veteran has a certified servicanected disability of 70% or more. The exclusion is
$300,000 of market value for a veteran with a total and permanent disability, and it is $150,000 if
thevet erands disability rating is 70% or mor e.

If the spouse of a disabled veteran continues to live in the homestead after the death of the
veteran, the exclusion is allowed for the current year and for five additional years. If the disabled
veteran does ot own the homestead, the exclusion may be allowed to the primary family
caregiver. To qualify, the primary family caregiver must be approved by the U.S. Department of
Veterans Affairs for assistance as the primary provider of personal care servides dimabled
veteran.

This exclusion was enacted in 2008. It was modified and extended to family caregivers in 2011.

Fiscal Year Impact
2012 2013 2014 2015

Local Units of Government $17,100,000 $18,300,000 $19,400,000 $20,500,000
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13.4 HOMESTEAD MARKET VALUE EXCLUSION
Minnesota Statutes, Section 273.88/bd. 35

An exclusion from market value is allowed for property classified as residential homestead or the
portion of an agricultural homestead consisting of the house, garage, and surrounding one acre.
The exclusion is 40% of the first $76,000 of market vahiisus 9% of the market value between
$76,000 and $413,800. The exclusion does not apply to a homestead valued at $413,800 or more.

This exclusion was enacted in 2011, effective beginning with property taxes payable in 2012. A
homestead market value crelétd been in effect for taxes payable in 2002 through 2011.

Fiscal Year Impact
2012 2013 2014 2015

Local Units of Government $0 $148000,000 $152300,000 $158400,000

PREFERENTIAL COMPUTATIONS

13.06 CLASSIFICATION SYSTEM AND ALTERNATIVE TAX BASE S
Minnesota Statutes, Sect®?73.13 126C.01, and 275.025

Due to the classification system and alternative tax bases, some types of property are treated
preferentially compared to other types of property. The classification system and alternative tax
bases are tax expenditures because properties with the saket weue are not treated the
same.

State and local property tax levies are distributed among property using three different tax bases:
net tax capacity, referendum market value, and the state general property tax.

Net tax capacity levies represent 79% of all property taxes statewide. Properties are classified
based on the use and ownership of the property. The market value of the property is multiplied
by the appropriate class rate(s), yielding the tax capacityaith parcel.

Referendum market value levies represent 11% of all property taxes statewide. These voter
approved property tax levies are distributed among property based on an alternative tax base,
referendum market value. This tax base generallyonsiproperty market value, rather than tax
capacity. One exception is that, for property with a classification rate of less than 1%, only a
portion of the market value is included in the referendum tax base. A second exception is that
agricultural landyural vacant land, and seasonal recreational property are not subject to most of
the referendum levies.

The state general property tax represents 10% of all property taxes statewide. The tax is levied on
only two types of property. Ninefijve percen of the tax is levied on commercial and industrial
property using a statewide uniform tax rate. Five percent of the tax is levied on seasonal
recreational property using a separate statewide uniform tax rate.



Property Tax

In the tables on the nekwo pages, the distribution of each of the three types of property taxes
was recalculated using a base of taxable market value and a uniform rate. The distribution of the
state general property tax shown here is for illustration only because the tarveasbaen
applied to any property other than commeraialustrial and seasonal recreational. The estimates
reflect the difference in tax that would result from uniform treatment. The sum of the increases
and decreases does not equal zero due to rouadihglifferences in the computation of some
small credits. Positive dollar amounts are tax expenditures, that is, the tax increases that would
occur if one class rate were applied to all types of property. The negative amounts are not tax
expenditures ushow the other side of the shifts in tax burden.

The property tax classification system was enacted in 1913 and was last changed in 2011.

Referendum market value was enacted inl1&%d was last changed in 2011. The state general
property tax was engd in 2001 and was last changed in 2011.
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Net Tax CapacityLevies

Fiscal Year Impact

Property Tax

Type of Property 2012

2013

2014

2015

Residential Homestead

$425,900,000 $428,700,000 $441,100,000 $458,800,000

181

Farm Homestead 151,700,000 152700,000 157,100,000 163400,000
Farm Normomestead (12,200,000 (12,300,000) (12,700,000) (13,200,000)
Timber 1,000,000 1,000,000 1,000,000 1,100,000
Seasonal Recreational Commercial 600,0® 600,000 600,000 600,000
Subsidized Housing 14,900,000 15000,000 15,400,000 16,100,000
Seasonal Recreational Residential 2,700,000 2,700,000 2,800,000 2,900,000
ResidentiaBNonhomestead 26,700,000 26,900,000 27,700,000 28,800,000
Commercial/Industrial

1st Tier (32,600,000) (32,800,000) (33,800,000) (35,100,000)

2nd Tier (466,000,000) (469000,000) (482600,000) (501,900,000)
Public Utility (32,900,000) (33,100,000) (34,100,000) (35,400,000)
Apartments (24,200,000) (24,400,000) (25,100,000) (26,100,000)
Railroad (7,300,000) (7,300,000) (7,500,000) (7,800,000)
Personal (46,900,000) (47,200,000) (48,600,000) (50,500,000)

ReferendumMarket Value Levies
Fiscal Year Impact
Type of Property 2012 2013 2014 2015

Residential Homestead ($47,600,00Q0 ($55,300,00Q ($56,900,00Q ($59,200,000Q
Farm Homestead 32,100,000 37,300,000 38400,000 39,900,000
Farm Normomestead 23,900,000 27,800,000 28600,000 29800,000
Timber 200,000 200,000 200,000 200,000
Seasonal Recreational Commercial (300,0M®) (400,009 (400,009 (400,009
SubsidizedHousing 900,000 1,000,000 1,000,000 1,100,000
Seasonal Recreational Residentiall1,600,000 13,500,000 13,900,000 14,400,000
Residential Nonhomestead (6,500,000 (7,600,000 (7,800,000 (8,100,000
Commercial/Industrial

1st Tier (3,300,000) (3,800,000) (3,900,000) (4,100,000)

2nd Tier (5,300,000) (6,100,000) (6,300,000) (6,500,000)
Public Utility (2,300,000) (1,500,000) (1,500,000) (1,600,000)
Apartments (1,400,000) (1,600,000) (1,600,000) (1,700,000)
Railroad (300,000) (400,000) (400,000) (400,000)
Personal (2,700,000)  (3,100,000) (3,200,000)  (3,300,000)
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State GeneralProperty Tax

Fiscal Year Impact

Type of Property 2012 2013 2014 2015
Residential Homestead $372,200,000 $380,5®,000 $391,500,000 $407,20,000
Farm Homestead 57,500,000 58,800,000 60,500,000 62,900,000
Farm Normomestead 44100,000 45100,000 46,400,000 48,300,000
Timber 300,000 300,000 300,000 300,000
Seasonal Recreational Commercial 700,0® 700,000 700,000 700,000
Subsidized Housing 2,700,000 2,800,000 2,900,000 3,000,000
Seasonal Recreational Residential (5,900,000 (6,000,000 (6,200,000 (6,400,000
Residential Nonhomestead 53,100,000 54,300,000 55,900,000 58,100,000
Commercial/Industrial

1st Tier (55,100,000) (56,300,000) (57,900,000) (60,300,000)
2nd Tier (435200,000) (444,900,000) (457,800,000) (476,100,000)
Public Utility (13,800,000) (14,100,000) (14,500,000) (15,100,000)
Apartments 29,800,000 30,500,000 31,400,000 32,600,000
Railroad (6,700,000) (6,900,000) (7,100,000) (7,400,000)
Personal (43,700,000) (44,700,000) (46,000,000) (47,800,000)

Total State and Local Levies

Fiscal Year Impact

Type of Property 2012 2013 2014 2015
Residential Homestead $750,500,000 $753,900,000 $775,800,000 $806,800,000
Farm Homestead 241,400,000 248800,000 256,000,000 266,300,000
Farm Normomestead 55,800,000 60,600,000 62,400,000 64,900,000
Timber 1,500,000 1,500,000 1,500,000 1,600,000
Seasonal Recreational Commercial 900,0® 900,000 900,000 1,000,000
SubsidizedHousing 18,500,000 18,800,000 19,300,000 20,100,000
Seasonal Recreational Residential 8,400,000 10,200,000 10,500,000 10,900,000
Residential Nonhomestead 73,300,000 73,600,000 75,700,000 78,800,000
Commercial/Industrial

1st Tier (90,900,000) (92,900000) (95,600,000) (99,400,000)
2nd Tier (906,400,000) (920,@0,000) (946,700,000) (984,500,000)
Public Utility (48,000,000) (48,700,000) (50,100,000) (52,100,000)
Apartments 4,200,000 4,500,000 4,600,000 4,800,000
Railroad (14,300,000) (14,600,000) (15,000,000) (15,600,000)
Personal (93,300,000) (95,000,000) (97,800,000) (101,700,000)
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13.6 GREEN ACRES TREATMENT OF AGRICULTURAL LAND

Minnesota Statutes, Section 273.111

The MinnesotaA gr i cul t ur al Property Tax Law, known as
and deferred assessment of qualifying agricultural land consisting of ten or more acres. A
qualifying parcel is valued according to its agricultural use rather than a hviglloerthat would

result from nonagricultural usaVhen green acres property no longer qualifies as such or is sold,

taxes are due equal to the amount by which the preferential valuation has reduced the property tax
for the previous three years.

The fiscal impact measurethe increase in net property tax that would result from valuing the
green acres property at its highest and bestaisparedo its agricultural use.

This provision was enacted in 1967 and was last revisedLih 20
In 2011 approximatelyfour million acres received green acres treatment.

Fiscal Year Impact
2012 2013 2014 2015

Local Units of Government $43,400,000 $45,600,000 $47,800,000 $50,200,000
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OPEN SPACE PROPERTY
Minnesota Statutes, Section 273.112

Private recreational, social, open space, and park land is given preferential valuation and tax
deferral as long as it meets certain criteria. For property tax purposes, the property is valued at its
current use rather than at a higher value that woltllelctats potential use. Qualifying property
includes golf courses, ski areas, and archery and firearms ravWem the open space property

no longer qualifies for preferential valuation, taxes are due equal to the amount by which the
preferential valuton reduced the tax for the previous seven years.

The Minnesota Open Space Property Tax Law was enacted in 1969. Several changes have been
made since enactment, and this provision was last changé@in

About 30 parcels of property receiygeferential valuation under this provision.

Fiscal Year Impact
2012 2013 2014 2015

Local Units of Government $14,400,000 $15,100,000 $15,900,000 $16,7M,0
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13.8 METROPOLITAN AGRICULTURAL PRESERVES LAND

Minnesota Statutes, Section 473H.10

Agricultural land in the seveoounty metropolitan area is eligible for preferential valuaifiains

within an agricultural preserve. To qualify, the owner of land that is intemmg agricultural use

must receive approval from the local unit of government and must sign a covenant that the land
will remain in agricultural use. Generally, thentl must be at least forty acres and used in the
production for sale of agricultural products. Wetlands, pasture, and woodlands accompanying
such land also qualify.

Agricultural preserve land is valued solely according to its agricultural use, tiaéimeat a higher
value that would reflect its potential use. The preferential valuation continues indefinitely, even
if ownership changes. A tax creditis also allowed (Item33.The expiration of an agricultural
preservecan nottake place until deast eight years after notice is given by either the owner or the
local unit of government. Previous tax reductions are not repaid.

The Metropolitan Preserves Act was adopted in 1980 and was last amended in 2003.
Preferential valuationnder these prisionswas given to approximately93,000 acres in 201

Fiscal Year Impact
2012 2013 2014 2015

Local Units of Government $5,600,000  $5,900,000  $6,200,000  $6,500,000
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TAX INCREMENT FINANCING
Minnesota Statutes, Sections 469.174 to 469.1799

Under ax increment financing, property taxes attributable to the increased value from a
development project are ustm development costs. The tax expenditure is equal to the levy that
goes to the tax increment district rather than the general property tax.

A tax increment financing district can be established by an authorized entity, such as a
municipality or a hosing and redevelopment authority, to finance economic development,
housing, redevelopment, or other types of projects. Bonds may be issued for specified costs of
the project. In other cases, the local authority and the developer enter inteasypaygo
financing agreement in which the developer initially incurs all or a portion of the development
costs, and the authority reimburses the developer over a period of years from the tax increments.

The original value of the property is certified when tigtritt is established. An amount equal to

the property tax on the curreygar market value is imposed on the property, but only the portion
based on its original value is used for the general property tax. The difference is the tax
increment which is sed topay debt service on the bonds or to reimburse the developer. The
duration of adistrict is limited, depending upon the type of proje&tter the project debt is paid

or the district expires, the property is subject to the regular tax atatsrarket value.

The preferential treatment was enacted in 1947 and was last amended in 2010.
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For taxes payable in 2010, there were tax increment financing districts in 399 communities.

Fiscal Year Impact
2012 2013 2014 2015

Local Units of Government $280000,000 $311,000,000 $327,000,000 $343000,000

AUXILIARY FOREST TAX
Minnesota Statutes, Sections 88.47 to 88.53

Forest land is taxed under the property tax uriteisstaxed under the auxiliary forest tax. The
estimates reflect the amount by which the property tax wexdded theuxiliary forest tax

To be classified as an auxiliary forest, the property must be either a minimum of 35 acres suitable
for forestation or a wood lot of from five to forty acres. Qualifying land was designated an
auxiliary forest upon application the owner and approval by the county board. A 1974 law
prohibited new auxiliary forest contracts from being issued or existing contracts from being
extended after June 30, 1978 he auxiliary forest tax applies for the duration of the contract.
The auxiiary forest tax is 10¢ per acre of land plus a yield tax of from 40% to 10% of the value
of the timber, the rate determined by the year of the harvest in relation to the contract period.

The auxiliary forest tax was enacted in 1927.
Approximately12,500 acres were taxed undeistprogram in 201

Fiscal Year Impact
2012 2013 2014 2015

Local Units of Government $100,000 $100,000 $100,000 $100,000

CREDITS

1311 TACONITE HOMESTEAD CREDIT

Minnesota Statutes, Section 273.135

Homestead property within the taconite tax relief area receives a credit against the praperty ta
Within certain municipalities, the credit is 66% of the net tax, with a maximum credit of $315.10.
Elsewhereit is 57% of the net tax, with a maximwreditof $289.80.

Taconite mining companies pay the taconite production tax in lieu gfrtpeerty tax. Most of
the proceeds from the production tax are distributed as aid payments to local governments in the
taconite tax relief area. Tcredit isalsofunded fromthe proceeds dhe production tax.

The taconite homestead credit vesgmcted in 1969 and was last changed ir8B200
Approximately 9,000 homesteads recedthis creditin 2011

Fiscal Year Impact
2012 2013 2014 2015

Local Units of Government $11,600,000 $11600,000 $11,600,000 $11,600,000

18t
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13.12 POWERLINE CREDIT

Minnesota Statutes, Sections 273.42 and 273.425

The owner ofland that is a homestead, agricultueaid, residential rental property, or seasonal
residential recreational propertgceives a property tax credit if the property is crossed by an
electric transmission line of 200KV or more which was constructed after July 1, 1974. The credit
is limited © 20% of the gross property tax for the parcel. If the parcel exceeds forty acres, the
maximum credit is 20% of a portion of the tax.

The powerline credit was enacted in 1979 and was last changed3in 200
About 1600 parcels received this credit in 200

Fiscal Year Impact
2012 2013 2014 2015

Local Units of Government $100,000 $100,000 $100,000 $100,000

METROPOLITAN AGRICULTURAL PRESERVES CREDIT

[EEN
w
&

Minnesota Statutes, Section 473H.10

A credit against the property tax is allowed for agricultural land and nonresidential buildings in

the metropolitan agricultural preserves programhe credit is based on the difference in tax
computed at the local tax rate and the tax computed at 105% t he previ ous year
average local tax rate for property in townships. The minimum credit is $1.50 per acre.

Agricultural preserve land is also allowed preferential valuati®aeltem 13.®, whichincludes
adescriptionof the agriculturapreserves program.

The credit was enacted as part of the metropolitan agricultural preserves program in 1980. The
$1.50 minimum was enacted in 1993.

In 2011 the credit was allowed for approximat&@0,000 acres.

Fiscal Year Impact
2012 2013 2014 2015

Local Units of Government $600,000 $600,000 $600,000 $600,000

18¢
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13.14 CONSERVATION TAX CREDIT
Minnesota Statutes, Section 273.119
A credit of $1.50 per acre is allowed against the property tax for land located in an agricultural
preserve created under Minnesota Statutes, Chapter 40A. This program is for counties outside the
sevencounty metropolitan area.
This credit was enacted in 1986 and was last amended in 1990.

In 2011 the credit was allowed for 2300 acres.

Fiscal Year Impact
2012 2013 2014 2015

Local Units of Government $200,000 $200,000 $200,000 $200,000






Airflight Property Tax

CHAPTER 14: AIRFLIGHT PROPERTY TAX

Collections and History

Revenues from the airflight property tax werg8million in fiscal year 2@1. The proceeds from this
tax go to theStateAirportsFund.

The airflight property tax was enacted in 1945. Originally the assessment ratio was 40%, but it was
reduced to 33 1/3% in 1953n 1987 the one assessment ratio was replaced by a schedule of ratios, and
the use of the statewide average property tax nai# was replaced by a revenue vyield for each year
specified by statute and the tax rate determthedefrom In 1992 the calculation of the tax rate was
changed to yield the difference between the total state airports fund appropriation and theenesrev
from other sources.

Tax Base
The tax base is the value of airflight property of airline companies engaged in air commerce.

Because the yield of the tax is a fixed amount for each year, the tax expenditure estimates represent a shift
in tax rathethan a revenue loss.

Computation of the Tax

The property subject to the tax is the aircraft and flight equipment, including spare flight equipment, of
airline companies. Airline companies are defined as those that engage in the business of air commerce,
and air commerce is defined as the transportation by aircraft of persons or property for hire on flights by
airline companies operating under authorization of the United States Department of Transportation.
Privatelyused aircraft are subject to the &t registration tax (Chapter 16).

The value of the airflight property is determined by the Department of Revenue. The value is apportioned
to Minnesota by a threfactor formula. The apportioned value is multiplied by a tax capacityf#i@%o

for quiet aircraftand 70% for other airflight property. All aircraft now qualify as quiet aircraft, so the
70% rate is no longer usedhe rate is reduced by 50% for certain airlines.

The tax capacity is multiplied by a tax rate which is determined bdidiyithe revenue needed for the
State Airports Fund by the total tax capacity. For taxes payable it 20e tax rate was approximately
1.%%.

The tax is paid by the airline compy to the Department of Transportation
Under a provision in the Minnesotonstitution, the airflight property tax is in lieu of other property

taxes on airflight property. Therefore, airflight property is exempt from the local property tax. However,
the property tax does apply to the other property of an airline company.



Airflight Property Tax

PREFERENTIAL COMPUTATION

14.01 COMMUTER AIRLINES
Minnesota Statutes, Sections 270.072, Supan@ 360.521
Generally, commercial aircraft are taxed under the airflight property tax, and noncommercial
aircraft are taxed under the aircraft registration tax. However, commuter airlines have the option
of having their aircraft taxed under one taxtw other, whichever is lower. The tax expenditure
estimates reflect the difference between the aircraft registration tax paid by commuter airlines and
the amount they would pay under the airflight property tax.
This provision was enacted in 1969.
Currently two companies benefit from this provision.

Fiscal Year Impact
2012 2013 2014 2015

State Airports Fund * * * *

PREFERENTIAL VALUATION

14.02 CERTAIN AIRLINES
Minnesota Statutes, Section 270.074, Subd. 3(b)

Quiet aircraft are assessed at 40% of market value. Ifitfleght property is owned by a
qualifying airline, the tax capacity rate is 50% of the cat20%.

In order for an airline to qualify, the majority of the aircraft that it owns or leases must be
turboprops, and the airline company must provide sckddphssenger service to three or more
airports that serve cities or towns in Minnesota with a population of 100,000 or less outside the
sevencounty MinneapolisSt. Paul metropolitan area.

This provision was enacted in 1987.

Oneairline compaw currenty qualifiesunder this provision.

Fiscal Year Impact
2012 2013 2014 2015

State Airports Fund $400,000 $400,000 $400,000 $400,000

*Lessthan $50,000 19C



Motor Vehicle Registration Tax

CHAPTER 15: MOTOR VEHICLE REGISTRATION TAX

Collections and History

In fiscal year 2Q1, a total of $57 million in motor vehicle registration tax was collected. All the
proceeds from this tax are deposited inHighway UserTax Distribution Fund.

A motor vehicle registration tax was first enacted in 1911 at a rate of $1.50 per vehicle. In 1921 a tax of
2% of value was enacted, with the minimum tax determined by the weight category of the passenger car
or truck.

From 1921 to 1949 the tax was based primarily on value. In 1949 a tax based solely on weight was
adopted, and for trucks the tax continuebealetermined by weight.

For passenger cars tax of $10 plus 1.25% of the base value was adopted in 1971 and remains in effect.
The depreciation schedule for passenger cars was changed significantly in 1989, and in 2000 the tax on
passenger cars wamlted to a maximum amount based on the renewal period2008 the prel989
depreciation schedule was reinstated, and the maximum taxes were eliminated.

Tax Base

The tax base for the motor vehicle registration tax is motor vehicles that use the gtugdte and
highways in Minnesota. herefore, he exemptiongor farm machinery and other eféad vehicles are
not considered tax expenditures.

The tax on passenger cars is based on value, and the tax on trucks and buses is based on weight.
Although arguments could be made for using either the weight system or the value system in the
definition of the tax base, for purposes of this study one system is considered to be a replacement for the
other.

Computation of the Tax

The tax on passenger cars,kpip trucks, and vans is $10 plus 1.25% of the base value. Base value is the
manufacturerés suggested retail price, -statedl udi ng
options. The percentage of base value used to compute the tax decreastwevege of the vehicle

100% in the firstyear, declining by ten percentage points each year until it reaches 10% irl'y=al 0

The flat tax for vehicles over ten years old and the minimum tax for all vehicles are both $35 ($10 plus

$25 minimum additinal tax).

The tax on trucks, tractors, and buses is based on the type, weight, and age of the vehicle. A minimum
tax applies, the amount of which is determined by the type of vehicle.

The tax is paid when the vehicle is first registered and annuellgafier upon renewal.
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Motor Vehicle Registration Tax

EXEMPTIONS

15.01

15.02

LOCAL GOVERNMENT VEHICLES

Minnesota Statutes, Section 168.012, Subd. 1, Subd. 6, and Subd. 10

Vehicles owned or leased by a political subdivision of the state are exempt from the motor
vehicle registration tax. Exempt vehicles include ambulances, fire trucks, utility fleets, police
vehicles, and buses owned by city transit companies. Publiabgd school buses are estimated
separately in Item 15.02.

The exemption for government vehicles was enacted in 1921 and was last changed in 1996.

An estimated!0,000 vehicles qualify for this exemption.

Fiscal Year Impact
2012 2013 2014 2015

Highway User Tax

Distribution Fund $7600,000 $7800,000 $7900,000  $8,100,000
SCHOOL BUSES
Minnesota Statutes, Section 168.012, Subd. 1(a)(2) and Subd. 10

Vehicles ownedr leasedand used by educational institutions for the sole purpose of transporting
students to and from those institutions are exempt from the motor vehicle registration tax.

Governmentowned or leased buses other than school buses are included in the exdéonption
government vehicles (Item 15.01)School buses used exclusively for student transportation
under contract with a school district are not exedgtom the tax but are subject tdlat tax of

$25 instead of the regular téitem 15.10).

This exemption was enacted in 1933 and was extended to leased vehicles in 1982.

About 5500vehiclesqualify for this exemption.

Fiscal Year Impact
2012 2013 2014 2015

Highway User Tax
Distribution Fund $600,000 $600,000 $600,000 $600,000
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Motor Vehicle Registration Tax

15.03 NONRESIDENT MILITARY PERSONNEL
Minnesota Statutes, Section 168.04, Subd. 1

An exemption from the motor vehicle registration tax is allowed to a motor vehicle that is owned

by anonresidenwho is a member of the Armed Forcgtationed in Minnesota if the following

four conditionsaremet the vehicle is properlyegisteredn another state; the owner is a resident

of the state in which the vehicle is register ¢
transportation; and the vehicle is subject to all other provisionswofafgplicable to vehicles

owned by Minnesota residents.

This provision was enacted in 1967 and was last changed in 1981.

Fiscal Year Impact
2012 2013 2014 2015

Highway User Tax
Distribution Fund $200,000 $200,000 $200,000 $200,000
15.04 MEDAL OF HONOR RECIPIENTS AND FORMER PRISONERS OF WAR
Minnesota Statutes, Sections 168.031, 168.124, and 168.125
Congressional me d al of honor recipients may ob
on them, and former prisoners of -RR@QWO0 mary tolbd ma.i
In each case, the recipient is issued these plates, as wdlraseabals, exempt from the motor

vehicle registration tax.

The exemption for medal of honor recipients was enacted in. I883 exemption for former
prisoners of war was enacted in 1993.

Approximately350 vehicles qualify for these exemptions.

Fiscal Year Impact
2012 2013 2014 2015

Highway User Tax
Distribution Fund * * * *

*Less Than $50,000 19z



Motor Vehicle Registration Tax

15.05

DISABLED VETERANS
Minnesota Statutes, Section 168.(081

A motor vehicle which has beeinrnished free,in whole or in part, by the United States
governmento a disabled war veteran is exempt friiv@ motor vehicle registration tax.

This provision was enacted in 1941 and was last changed in 1971.
Approximately250 vehicles qualify for this exemption.

Fiscal Year Impact
2012 2013 2014 2015

Highway User Tax

Distribution Fund * * * *
TRANSPORT OF DISABLED PERSONS BY NONPROFIT CHARITIES
MinnesotaStatutes, Section 168.012, Subd. 1(a)(4)
An exemption from the motor vehicle registration tax is providea fiootorvehicle owned by
nonprofit chariy and used exclusively to transport disabled personsHaritable, religious, or

educational purpses.

This exemption was enacted in 1987d was changed ird@5 to include charitable and religious
purposes in addition to educational purposes.

Fiscal Year Impact
2012 2013 2014 2015

Highway User Tax
Distribution Fund * * * *

*Less Than $50,000 194



15.07

Motor Vehicle Registration Tax

DRIVER EDUCATION PROGRAMS AT NONPUBLIC HIGH SCHOOLS
MinnesotaStatutes, Section 168.012, Subd. 1(a)(3)

Vehicles used solely in driver education programs at nonpublic high schools are exempt from the
motor vehicle registration tax.

This provision was enacted in 1990.
Sixteennonpublic high schools have approved driver education programs.

Fiscal Year Impact
2012 2013 2014 2015

Highway User Tax

Distribution Fund * * * *
COMMERCIAL DRIVING SCHOOLS
Minnesota Statutes, Section 168.012, Suba)(@)
A vehicle owned by a licensed commercial driving school, or by an employee of the school, and
used exclusively for driveeducation and training is exempt from the motor vehicle registration
tax.
This exemption was enacted in 1999 and laschangedh 2000.

There are about 120 commercial driving schools in Minnesota.

Fiscal Yeaimpact
2012 2013 2014 2015

Highway User Tax
Distribution Fund $100,000 $100,000 $100,000 $100,000

*Less Than $50,000 19t















